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Beauty of Noble Birth 


If you've had the chance to see one of the new Mercedes-Benz 
220, 220 S, or 220 SE models on the street, then you've 
certainly noticed the crowds around it - admiration in their 
every word and glance. 

This high-born “star” commands admiration and respect, proudly 
wearing its own three-pointed star - symbol of its noble heritage. 
These Mercedes-Benz models create a new standard 

of beauty, comfort, and safety in the automotive world. 

Their “harmonic” form is the pinnacle of modern styling; 
their fascinating beauty can only be compared to their majestic 
driving characteristics. 

The luxurious interiors surround one with a quiet, cultivated 
atmosphere. Convince yourself of the stronger brakes, 

the more powerful motors, the fabulous roadholding ability; 
particularly note that safety remains, as always, the ultimate 
with a Mercedes-Benz. 

Proudly drive one of these excitingly new automobiles - 

you ll never again be content with anything less! 





MERCEDES -BEN Z 
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A Financial Notebook 


Sterling under Par 


THE unseasonal pressure on ster- 
ling, which pushed the exchange rate 
on New York below par for the first 
time in 1959, appeared to have 
eased by the middle of December. 
In the latter part of the month the 
rate hovered around parity with the 
dollar. The substantial selling of 
sterling in November and early 
December, which caused the rate 
to dip momentarily to $2.792 in the 
first week of December, appears to 
have been attributable almost en- 
tirely to the flight of hot money to 
other centres in search of higher 
returns—though the belated pay- 
ment of some commercial debts and 
rumours (which were quite un- 
founded) of an impending dash to 
full resident convertibility may also 
have played a part. 

The extent of the support offered 
by the exchange authorities revealed 
in the gold return for November 
was, perhaps, rather greater than 
had been anticipated. The fall of 
$50 millions, in what is normally a 
reasonably good month for sterling, 
marked the first true decline in the 
reserves since the crisis of 1957 and 
caused some apprehension in stock 
markets. As the opening article in 
this issue points out, however, most 
of the gold lost reduced Britain’s 
international indebtedness as truly 
as did that repaid in previous months 
to the International Monetary Fund 
and to the Export-Import Bank. 

Certainly, the authorities them- 
selves showed little concern about 


the outflow. The Bank of England 
was content to edge the Treasury 
bill rate up from just over 32 per 
cent at the end of November to 
32 per cent in mid-December— 
which was still a full 1 per cent 
below the rate in New York. In the 
middle of the month, indeed, the 
Chancellor of the Exchequer evinced 
his confidence in the basic strength 
of sterling by announcing that the 
Government had decided not to seek 
a further renewal of the stand-by 
credit arranged with the IMF at the 
time of Suez, which gave Britain 
immediate drawing rights for $939 
millions (originally $739 millions). 
No formal announcement was made 
of Britain’s intention to pay the 
annual instalments of capital and 
interest on the North American loans 
—on the grounds, presumably, that 
in present circumstances that inten- 
tion could be in no doubt. Thus at 
the end of last month the reserves 
had to meet a draft of $184 millions. 


Germany the Gainer 


Unhappily, the outflow of foreign 
funds from Britain has not been 
associated with any increase in the 
United States’ gold stock. If the 
special sale of $100 millions of gold 
to the US Treasury by the IMF is 
ignored, the stock actually fell by 
$21 millions in November; in the 
first two weeks of December it fell 
by a further $78 millions. It seems 
probable that a large part of the 
funds that left Britain went to the 
Continent — notably to Germany, 








whose reserves of gold and foreign 
exchange rose by DM 822 millions 
($196 millions) in November and 
by a further DM 293 millions ($70 
millions) in the first half of De- 
cember. 

To discourage the inflow of foreign 
funds the Bundesbank announced 
last month that on January 1 the 
minimum reserve requirements 
against foreign-held deposits re- 
ceived by German commercial banks 
since November 30 would be raised 
to 30 per cent for sight deposits and 
20 per cent for time deposits—the 
maximum levels permitted. On the 
same date the general minimum re- 
serve ratio, which was raised by 
10 per cent in October, will be 
raised by a further 10 per cent to 
20 per cent. This attack on bank 
liquidity is intended to counter the 
-inflationary pressure that now ap- 
pears to be building up in Ger- 
many. In particular the authorities 
are concerned about the strong 
demand for wage increases. 


Sources of the Summer Inflow 


The reflux of funds from Britain 
to the Continent is not surprising in 
view of the large inflow of conti- 
nental funds during the summer, an 
indication of which was given last 
month in the figures of sterling hold- 
ings at end-September. In the three 
months June-September total hold- 
ings of sterling by overseas countries 
rose by £72 millions to £3,434 
millions. 

The holdings of non-sterling coun- 
tries rose by no less than £43 millions 
to £760 millions—a rise that would 
account for about three-quarters of 
the true increase in the gold reserves 
during the period. The largest in- 
crease occurred in the holdings of 
continental countries, which rose by 
£32 millions to £335 millions. 

The holdings of sterling countries 
—which are usually drawn down 








quite heavily at this season—rose 
by £29 millions to £2,674 millions: 
the principal gainers, presumably, 
were the primary producing coun- 
tries, whose increased export earn- 
ings had not been matched by a 
corresponding increase in imports. 


Wages-by-Cheque Bill 

The Government has now pub- 
lished its Payment of Wages Bill, 
promised in the Queen’s speech. It 
proposes to legalize six months after 
the passing of the bill the payment 
of wages in whole or in part by 
credit to a banking account in the 
name of the wage earner, and at a 
date to be named by the Minister 
of Labour the payment of wages by 
cheque payable to the wage earner. 
The bill is, of course, only per- 
missive: the wage earner must volun- 
tarily request payment in the one 
or other form. The employer must 
provide the wage earner who takes 
payment otherwise than in cash with 
a statement setting out his gross 
wage, details of all deductions and 
the net wage that is being paid to 
him. Provision is also made for 
payment of wages by postal or 
money order when the wage earner 
is away from work through sickness 
or is working at a distance from his 
‘ pay station’. This particular pro- 
vision will come into operation one 
month after the passing of the bill. 


External Surplus Shrinks 


The deterioration in the balance 
between Britain’s external assets and 
liabilities in the third quarter of the 
year, which was revealed in the 
figures of sterling balances and re- 
serves, was attributable to a sharp 
fall in the payments surplus on 
visible trade. The Treasury last 
month provisionally estimated the 
current surplus in the quarter at 
£24 millions compared with {£107 
millions in the second (confirming 
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the earlier estimate) and {£74 millions 
in the third quarter of 1958. 

This decline in the current surplus 
is almost wholly due to a sharp rise 
in the import bill. Invisible items 
yielded a surplus of £74 millions 
compared with £72 millions in the 
second quarter and {81 millions in 
the third quarter of 1958. Payments 
for imports, however, totalled £898 
millions—{31 millions higher than 
in the second quarter and £53 mil- 
lions higher than a year earlier. 
Payments for exports, though sea- 
sonally lower than in the second 
quarter, were £10 millions higher 
than in the third quarter of 1958. 
In consequence, there was a deficit 
on visible trade of £50 millions, 
following a surplus of £35 millions 
in the second quarter and a deficit 
of {£7 millions in the third quarter 
of 1958. 

Trade returns for October and 
November indicated that imports 
were continuing to rise at a faster 
rate than exports. For the two 
months exports (seasonally adjusted) 
averaged {£295 millions, compared 
with a third quarter average of £278 
millions, while imports averaged 
£361 millions compared with a third 
quarter rate of £333 millions. 


_ Equity Boom Continues 


The doubts that began to beset 
equity markets after the Governor 


_ of the Bank of England’s reference 
_ to the “sometimes slightly dis- 
| quieting boom” were quickly dis- 


pelled last month. Investors were 
evidently far more impressed by the 
fresh outbreak of take-over bidding 


(most notably the rival offers by 


Nestlé and Fisons for Crosse and 
Blackwell and the offer—no doubt 
blessed officially—by Hawker Sid- 
deley for de Havilland) and by the 
numerous signs of prosperity, most 
conspicuously in the steel industry. 


Then, on the eve of the holiday, the 


\w 


boom gathered fresh impetus from 
the publication of a white paper out- 
lining the Government’s plans for 
widening the investment powers of 
trustees—in particular to enable them 
to invest up to one-half of their funds 
in the equities of large companies 
(on the recommendation of “ ex- 
perienced advisers”). This naturally 
caused a sharp reaction in gilt-edged. 

By the final week of December the 
Financial Times index had reached a 
new peak of 338—a rise of 32 points 
since the beginning of the month. 
The buoyancy of London probably 
also owed something to the strength 
of Wall Street, where the Dow Jones 
industrial average came within 3 
points of breaking through the peak 
of 678 established last August. 

Gilt-edged securities, by contrast, 
were hard hit: already the firm 
market that had earlier enabled the 
authorities to make substantial fund- 
ing sales had been brought to an 
abrupt end. In the last week of 
December War Loan, which at the 
end of October had topped 68, 
dropped below 64, a new low for 
the year. The differential between 
the average yield on the thirty 
stocks in the FT equity index and 
the yield on 23 per cent Consols 
widened further, exceeding 1 per 
cent for the first time. 


Credit Expansion Halted 


The rapid expansion of credit, 
which raised net deposits of the 
eleven clearing banks by no less 
than £504 millions between mid- 
May and mid-October, was abruptly 
halted in the four weeks to the 
November make-up. Net deposits 
dropped by £9 millions to £6,860 
millions (or by £21 millions if the 
extraneous transit items are ex- 
cluded), compared with a rise of 
£147 millions in the preceding five 
weeks. Lloyds Bank’s seasonally- 
adjusted index, which had risen by 





five points between May and Octo- 
ber, was unchanged at 118.6. 

This sudden change of trend 
seems to have been attributable 
largely to the funding sales made by 
the authorities in the firm gilt-edged 
market that followed the general 
election. The accrual of funds to the 
authorities from these sales and also 
from the outflow of gold is reflected 
in the fall of £58 millions in the 
banks’ holdings of liquid assets. In 
the corresponding (five-week) period 
of 1958, when gilt-edged were under 
pressure and the authorities had to 
reverse their funding sales, the banks’ 
liquid assets rose by £45 millions. 
During the four weeks the average 
liquidity ratio of the eleven banks 
declined from 34.4 per cent to 33.6 
per cent, which was 0.1 per cent 
below its level at mid-November, 


- 1958. Within the total of liquid 
Nov 18, Change on 
ae Month Year 
{mn {mn {mn 
am .. 7206.7 - 2.1 +417.9 
” De { E744.ct — 9.3 +365.0 
P 6744.6+ — 21.5 +338.6 
Liquid yal 
Assets 2419.2 (33.6) — 58.0 +-132.7 
Cash . 583.1 (8.1) - 5.7 + 27.9 
Call money §23.2 (7.3) + 41.1 + 81.3 
Treas bills.. 1170.3 (76.2) —101.3 -— 6.7 
Other bills.. 142.6 (2.0) + 7.9 + 30.2 
«e Risk 99 
Assets 4578.1 (63.5) + 46.2 +294.8 
Investments 1728.8(24.0) — 0.2 —422.6 
Advances§.. 2849.3 (39.5) + 46.4 +717.4 
State Bds Rag - 64 - 6.3 
2781. + $2.8 + 723.7 
All other + 5684 4) + 36.2 +695.5 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

} Ratio of assets to gross deposits. 

§ Official total minus Lloyds Bank transit 
item. 

|| Excluding transit items. 


assets there was a marked switching 
from Treasury bills (which fell by 
£101 millions) to call money (which 
rose by {41 millions). This, pre- 


sumably, reflected expectations of a 
rise in the bill rate—expectations 
that were subsequently fulfilled. 





None of the banks attempted to 
offset this unseasonal fall in liquidity 
by selling investments on any scale: 
aggregate holdings of gilt-edged fell 
by only £0.6 millions in the four 
weeks (in the corresponding period 
of 1958 they fell by {£42 millions). 
The rise in advances, however, was 
appreciably less than in the preceding 
period. As the accompanying table 
shows, the “‘ true ”’ increase in lend- 
ings to the private sector was £36 
millions, or an average weekly rate 
of £9 millions, compared with {13 
millions in the five weeks to the 
October make-up. 


Advances Rise Slackens 


Total advances in Great Britain 
by members of the British Bankers’ 
Association rose by £142 millions in 
the three months to mid-November 
to £3,002 millions, thus topping 
£3,000 millions for the first time. 
This brought the total rise since 
August, 1958, when the effects of 
the lifting of the credit squeeze first 
began to be felt, to £910 millions— 
an increase of no less than 44 per 
cent in the brief space of fifteen 
months. The pace of expansion re- 
vealed in the BBA’s latest quarterly 
analysis (which is included in our 
regular statistical series on page 62) 
was appreciably slower than that 
recorded in the three preceding 
quarters, when the total rose by 
£180 millions, £213 millions and 
£245 millions. It was, however, 
greater than the rise of £129 mil- 
lions recorded in the corresponding 
months of 1958. 

Consumer borrowing, directly or 
indirectly, continued to provide the 
main impetus to expansion. Personal 
and professional borrowings rose by 
£37.5 millions in the three months 
—making a total increase of 73 per 
cent since August, 1958; _hire- 
purchase companies absorbed a fur- 
ther £14 millions and the retail trade 
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a further £34 millions. These three 
groups, whose borrowings are most 
closely linked with the financing of 
consumer expenditure, thus ac- 
counted for well over half the total 
increase in advances—a higher pro- 
portion than in the three preceding 
quarters. Borrowings by the food, 
drink and tobacco category showed 
a (partly seasonal) rise of £26 mil- 
lions and agriculture a rise of £10 
millions. 


World Bank in London 


The World Bank made its third 
call on the London capital market 
last month—with an issue of £10 
millions of 5 per cent bonds 1977-82 
at 963. Its two previous calls, in 
1951 and 1954, were both for £5 
millions at a 34 per cent coupon. 
The new stock should appreciably 
widen the market for the Bank’s 
bonds in Britain. 

Earlier in the month the Presi- 
dent of the Bank, Mr Eugene Black, 
had outlined the relationships be- 
tween Britain and the Bank in a 
timely address to the Institute of 
Bankers. Up to June last, he 
revealed, British companies had ob- 
tained orders arising from World 
Bank loans to a total of £140 mil- 


lions—or some 50 per cent more 
than Britain’s subscription to the 
Bank’s capital. Many of these orders 
were paid for in dollars. 


Protecting the Saver 


The full membership of the Com- 
mittee of Inquiry into Company Law 
was announced last month. The 
impressive list of members includes 
Mr F. R. Althaus, deputy chairman 
of the Stock Exchange, Sir George 
Erskine, managing director of Mor- 
gan Grenfell, and Professor L. C. B. 
Gower, professor of commercial law 
at London University. As already 
known, the chairman of the com- 
mittee is Lord Jenkins. 

The committee’s terms of refer- 
ence have been drawn widely: 


To review and report upon the pro- 
visions and workings of the Companies 
Act, 1948, the Prevention of Fraud 
(Investments) Act, 1958, except in so 
far as it relates to industrial and 
provident societies and building so- 
cieties, and the Registration of Busi- 
ness Names Act, 1916, as amended; 
to consider in the light of modern 
conditions and practices, including the 

_ practice of take-over bids, what should 
be the duties of directors and the 
rights of shareholders; and generally 
to recommend what changes in the 
law are desirable. 


THE ALLIED GROUP 
OF UNIT TRUSTS 


Electrical and Industrial Development Trust 
British Industries Flexible Trusts 


Metals and Minerals Trust 
GROSS YIELDS £4 Is. 94.°% to £4 11s. 9d.% 


according to the Trust selected 
(Calculated in accordance with Board of Trade requirements) 


Managers: ALLIED INVESTORS TRUSTS LIMITED 
7-8 Great Winchester Street, London, E.C.2 











As already intimated, the Govern- 
ment intends to tighten the law 
governing the activities of building 
societies in the current session of 
Parliament. The Registrar of 
Friendly Societies has recently been 
discussing the problems involved 
with representatives of the building 
society movement and other in- 
terested parties. It is expected that 
the new legislation will impose re- 





by a society other than on owner- 
occupied property and that it will 
give the Registrar power to act more 
quickly when he feels that a society 
is pursuing unsound policies. 

At the end of November Mr 
Maudling revealed that the much 
more general question of unsecured 
loans or deposits was also under 
consideration by the Government. 


Decisions on Radcliffe 


The Government’s first decisions 
on the Radcliffe Report, which were 
made known just as the last issue of 
The Banker was going to press, have 
in general been welcomed in the 
.City—though not for the reason that 
might be suggested from those Oppo- 
sition circles that have represented 
the Government as having already 
rejected the Report root and branch. 
The Chancellor, according to Mr 
Harold Wilson in the debate, had 
come to bury Radcliffe, not to praise 
him; the Report was now to gather 
dust in the Government’s pigeon 
holes. But there is no reason yet to 
assume that that must be its fate; 
the Government made it clear that 
it had no intention of trying to come 
to grips with the central core of the 
Committee’s arguments, or to reach 
decisions on the many relevant 
matters of detail in this ‘‘ compre- 
hensive, massive and timely contri- 
bution ”’, until the process of public 
comment and counter comment had 
been given an ample run. It has 
taken decisions already only on 
specific issues, on several of which 
any sustained uncertainty was clearly 
undesirable. 

On general policy, however, the 
Government makes two important 
reservations. While accepting the 
Committee’s definition of economic 


objectives and recognizing that all 
available instruments of economic 
policy must be co-ordinated in 
relation to the objectives upon which 
the Government of the day decides, 
the Chancellor gave it as his own 
view that the Committee had “ per- 
haps underestimated the part that 
can be played by monetary policy 
in helping to keep the balance be- 
tween our total resources and the 
total claims on those resources ”’. 
Secondly, he rejected the Com- 
mittee’s suggestion that certain types 
of measures of control should be 
regarded as reserved for particular 
types of economic situation, such as 
“* ordinary times ” or “emergencies ”’. 
No Government could afford to have 
its hands tied in this way; moreover, 
if a particular weapon was labelled 
“‘ for emergency use only ”’, recourse 
to it might precipitate the very 
danger that it was designed to 
prevent. 


External Policy 

On external policy, the Govern- 
ment approves much of the Com- 
mittee’s views, notably on _ inter- 
national liquidity and on the desira- 
bility of strengthening the Inter- 
national Monetary Fund. It does 
not agree, however, that it would 
be either practicable or possible to 


strictions on the amount of lending 
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secure the assurances, which the 
Committee suggests might be ob- 
tained (as a safeguard before any 
advance to current convertibility in 
the terms of Article VIII of the 
IMF agreement), about the imple- 
mentation of the “ scarce currency ”’ 
clause (Article VII), which permits 
a return to discriminatory restric- 
tions in certain circumstances. 


Government and Bank 

Of the decisions on specific re- 
commendations, by far the most 
important concerned the relatien- 
ships between the Treasury and the 
Bank of England. Here the Govern- 
ment has gone some way to meet 
the Committee’s view that these 
relationships should be made more 
explicit, but it has firmly rejected 
the more controversial proposals. 
Thus it agrees that it should be 
made clear that monetary policy 
must fall within the orbit of general 
economic policy, and that the 
Government of the day must bear 
the ultimate responsibility for both; 
but, added the Chancellor, “‘ I judge 
it of equal importance that the 
responsibility for current monetary 
operations within the limits of 
Government policy, and at all times 
in consultation with the Govern- 
ment, should continue to lie, and to 
be seen to lie, with the Bank of 
England”. The Government like- 
wise agrees that the main responsi- 
bility for formulating the Bank’s 
view on monetary policy must fall 
upon the Governors, and that the 
réle of the part-time directors in 
this context must be mainly ad- 
visory; but it “ wholeheartedly ”’ 
endorses the Committee’s view that 
such directors should be retained as 
full members of the Court, and not 
as mere consultants. The “ greatest 
importance ”’ is attached to ensuring 
that the Bank is “ maintained as a 
separate organization with a life of 
its own ” and that its full governing 


body should “continue to take a 
corporate responsibility for the for- 
mulation of the Bank’s views ”’. 


New Bank Rate Procedure 

On the fixing of Bank rate, it is 
of “great advantage” that any 
change should be generally known 
to have been not only approved by 
the Chancellor of the Exchequer (as 
every change has in fact been for 
many years past) but also advocated 
by the Bank of England. The 
Government has therefore rejected 
the Committee’s suggestion that 
Bank rate should be formally fixed 
by the Chancellor by a statutory 
direction to the Bank. Instead it 
has formalized the giving of the 
Chancellor’s approval. The 
Governor, after his customary in- 
formal discussions with the Chan- 
cellor, is now required to put a 
written proposal to him on the day 
before the rate is to be changed; 
the Chancellor will then give formal 
approval in writing on the same day; 
and each announcement to the press 
from the Bank (including “no 
change ’’) now begins, “ The Bank 
of England have to-day decided, 
with the approval of the Chancellor 
of the Exchequer .. .”’. 

As a part of these arrangements 
the Court of Directors has dele- 
gated to the Governor a standing 
authority “‘ to settle changes in the 
Bank rate with the Chancellor... 
on behalf of the Bank ’’, so that the 
decision reached by the new proce- 
dure does not have to be submitted 
to the Court for formal approval 
but is simply reported to it on the 
day on which the change in Bank 
rate is to be made. Similarly, the 
Governor will no longer put specific 
proposals as to Bank rate before the 
Committee of Treasury, but in for- 
mulating the Bank’s view he will 
be free to have discussions with 
that Committee and with any other 
directors of the Bank. _ Opinions 








may differ about the effect of these 
arrangements (see, for example, the 
comments of Sir Oscar Hobson on 
page 36); but we, for our part, do 
not see any reason to suppose that 
they will cause the Bank’s view on 
Bank rate, as presented by the 
Governor in his discussions with 
the Chancellor, to be any less a 
reflection of the views of the Bank 
directors collectively and individually 
than it would have been had the 
former procedure continued. 


No New Committee 

In other respects no material 
change has been made in the rela- 
tionships between the Bank and the 
Treasury. The Government has 
turned down the Radcliffe proposal 
for the establishment of a standing 
advisory committee on monetary 
policy. To meet the Radcliffe aim 
of ensuring a more continuous co- 
ordination of monetary policy with 
economic policy, the Bank is now 
to be permanently represented as a 
full member on all the “ various 
official committees by which eco- 
nomic policy is already formulated ”’ 
instead of being, as in the past, in- 
formally associated with most of 
them from time to time. 


Better Statistics 

The Radcliffe advice on improve- 
ments in statistics has been “‘ warmly 
welcomed ”’ and approved in prin- 
ciple. The proposals for extracting 
and publishing information from 
Government and Bank of England 
records are to be implemented 
‘“ whenever this will not be contrary 
to the national interest’. For more 
general improvement the immediate 
aims will be to provide compre- 
hensive statistics of assets and lia- 
bilities of the whole banking system, 
information on holdings and trans- 
fers of the various types of financial 
assets, and better information on the 
financial position and transactions 


of companies and persons. The 
authorities will not, however, accept 
the proposal for disclosure of the 
split between official and public 
subscriptions in the announcements 
of the results of new issues of 
Government securities (though they 
will seek a more “ dignified ” formula 
than the customary claim of “ over- 
subscription ’’). 


Local Borrowings—No Change 

As expected, the Government has 
also rejected the proposal that it 
should reverse the recent direction 
of policy and allow the local authori- 
ties complete freedom of access to 
the Public Works Loan Board, and 
for loans at gilt-edged rates, regard- 
less of whether they are able to 
borrow on their own credit in the 
market. On the other hand, likewise 
as expected, it accepts the recom- 
mendation that the nationalized in- 
dustries (which cannot borrow on 
their own credit) should continue to 
finance their long-term capital bor- 
rowings direct from the Exchequer. 


Liquidity Controls 

On special deposits (introduced as 
a stand-by weapon in 1958 but never 
yet used) and liquidity ratios no new 
decision has been taken, possibly 
because the Radcliffe Committee 
did not in any case envisage any 
need for special liquidity controls 
in the early future. But since the 
Committee thought that a “ straight- 
forward power to raise the 30 per 
cent requirement ”’ would be prefer- 
able to the special deposit alterna- 
tive, the Chancellor has decided to 
re-examine the question. Its original 
decision was based on the view that 
the specia] deposit system would be 
much more flexible than the pre- 
scribed ratio and would not be open 
to the objection of “appearing to 
impose on the bankers operating 
conditions that were not founded 
on their experience ”’. 








Dearer Money Ahead ? 


HE equity share markets quickly shrugged off the fit of nerves 
that troubled the City early last month: during the Christmas 
stock exchange account the ordinary share indices repeatedly 
broke through to new high ground, and as this article went to 
press most leading equities seemed certain to end the year at or near their 
peaks. ‘The spasm of uneasiness has left its mark, however, on gilt-edged 
—and on the minds of the more thoughtful of City observers. They have 
been made aware of a new market influence that merits careful examination. 

The origin of the disturbance was a sudden fear that the British monetary 
authorities might be about to raise Bank rate, with the object of protecting 
sterling and the reserves against an outflow of short-term foreign funds. 
Although such an outflow was (and is) taking place, and although its 
principal cause was evidently the pull of rising money rates and growing 
stringency in a number of important overseas markets, it quickly became 
clear that no Bank rate action was imminent in London. Upon that 
assurance most equity investors were obviously content to dismiss the 
matter; but many other people have been reminded that external influences 
are capable of jolting the market equilibrium, and conceivably the economy 
itself, even at times when the principal domestic influences look healthy. 

An unfamiliar question has thus come into prominence in the seasonal 
calculations of how interest rates and markets may behave in the new year. 
The forecaster finds it necessary to consider not only what sort of monetary 
policy might be expected to accompany the fundamental trends he envisages 
in the economy, but also whether a conflict may arise between the domestic 
and the external considerations that normally together determine that 
policy. At most of the post-war turning-points in monetary tactics in 
Britain, the two sets of factors were working in the same direction (or at 
least were thought to be doing so). Now, almost for the first time since 
the war, it is possible to envisage a pressure on sterling that may seem to 
require a rise in London money rates and yet is not attributable to any such 
disequilibrium in the domestic economy as would justify the restraints of 
rising rates internally. In those circumstances, if inflationary strain 1s 
indeed the ultimate source of the pressure on sterling, it will be in other 
countries, and not then in Britain, that the inflation is threatening. 

If the markets are to avoid the confused thinking of recent weeks, and 
if the gilt-edged market, which has troubles enough, is to be saved from 
frightening itself needlessly, they must learn. to distinguish clearly the 
circumstances in which a rise in overseas money rates .and a pressure on 
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sterling need not be followed by a tightening of domestic policy from 
those in which the pressure ought to be countered in this fashion. The 
authorities, for their part, obviously have the distinction well in mind, 
as they began to show as far back as last summer, when the problem first 
presented itself through the sweeping rise of the United States Treasury 
bill rate up to and then beyond the London bill rate. The nervousness 
of the gilt-edged market then was gradually allayed when it observed the 
almost complete stability, doubtless maintained with some official encourage- 
ment, in the London rate. But the lesson learned then did not withstand 
the recent tests. ‘The market seems to have argued that however reasonable 
it may be to remain indifferent to a rise in overseas money rates when 
domestic rates keep steady and sterling suffers no considerable net pressure, 
it surely is necessary to treat the movement warily when it not only has the 
effect of levering up London bill rates but also forces the exchange equaliza- 
tion account into a net loss of gold through market operations. 

Provided, however, that the pressure is wholly due to the rise in overseas 
rates, and provided also that the rise is needed to prevent or correct a dis- 
equilibrium in the overseas countries concerned, there is in principle no 
reason why the British authorities should rush to defend their reserves. 
In those circumstances the efflux of gold will represent neither an actual 
. nor a potential weakening of London’s position. It will have been pre- 
cisely balanced by a reduction in external short-term claims on London, 
a reduction, moreover, in the most volatile of those claims, so that London’s 
vulnerability to a sudden run in a future crisis may actually be regarded 
as to that extent diminished. Similarly, there will be no reason in principle 
to expect the movement to be cumulative; on the contrary, if the tightening 
of policy overseas successfully does its corrective work in the countries 
concerned, their rates will tend eventually to come down, and the source 
of the pressure on London may also disappear in other ways. 

One of these ways, indeed, may come into play quickly: to the extent 
that the repatriation of funds from London is due to interest-rate factors, 
as distinct from quantitative stringency in the overseas market, most of it 
will cease as soon as the forward discount on the overseas currency moves 
out to the point at which it matches the difference in interest rates, as in 
theory it should tend to do. Moreover, if the rise in overseas rates is 
intended to serve a purely domestic purpose, and the exchange is not in 
any immediate danger, any resultant inflow of funds may be unwelcome to 
the overseas authorities—not only because of the disturbance it causes 
internationally but also because of its tendency to diminish a stringency 
deliberately imposed on the domestic banking system. In that event they 
may themselves take special steps to retard the movement, as indeed the 
West German central bank again did last month (see page 1). 

On the other hand, the overseas monetary authority, although aiming at 
domestic disinflation as an ultimate corrective, may be counting upon an 
inflow of funds to buttress a shaky exchange and afford a necessary breathing 
space until the real corrective begins to work—just as Britain did in 1957, 
and on many occasions before that. In those conditions London clearly 
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has a duty to allow some of the funds that came flooding in after its own 
emergency increase in money rates to flow out again, without hastening to 
try to stem the movement by raising its own rates competitively. ‘The 
need for international co-operation of that sort is not, of course, new; it 
became clearly recognized in the years of travail of the old gold standard. 
Now that the post-war system of fixed exchange parities is being operated 
under conditions of convertibility that give increasing freedom for move- 
ments of funds there is even greater need for co-operation and understanding 
between the various monetary authorities—since all of them are determined 
that the working of this new-style gold standard must be consistent with 
their own cherished objectives of maintaining a high level of employment 
and continuous economic growth. 

In spite of these considerations there are circumstances in which it would 
be unwise, and perhaps wrong in principle, not to offer some resistance to 
the pressure put upon the reserves. These circumstances are of two broad 
kinds. First, and most obviously, the British authorities ought not to 
keep aloof from a rising trend of interest rates overseas if there is any ground 
for supposing that the pressure experienced by sterling may be in part a 
reflection of some weakness that is arising or is expected to arise in Britain’s 
own economy—including, of course, its current balance of payments. The 
appropriate remedy for such weakness is likely to be a more restrictive 
domestic policy; and if that is judged necessary on those grounds it would 
be absurd to abstain from action merely for the reason that it might make 
it harder for some other country to bolster up its exchange by attracting 
funds from London. 

Secondly, it might be expedient, and would certainly be justifiable in 
principle, to resist a pressure due to overseas monetary policy if the pursuit 
of that policy could reasonably be regarded (after appropriate discussion 
with the country concerned) as contrary to the rules of the new gold 
standard game. A policy that was unwarrantable in that sense would be 
one that in its effects went well beyond the restoration of equilibrium in 
the country concerned and tended actively to create a basic disequilibrium 
in other countries. For example, if a tough restrictive policy introduced 
to cope with internal inflation were continued for long after the overload 
of demand had been cut back, and was pursued to the point of causing 
substantial reductions in prices and an undervaluation of the exchange, 
that would cause a fundamental overvaluation of other currencies. 

Much the same sort of difficulty could be caused if the rise in overseas 
rates, instead of being a reflection of the natural processes of the market, 
was due to some arbitrary institutional factor—since here, too, there would 
be no natural limit to the pressure that resulted. The rise in the United 
States Treasury bill rate falls into this category to the extent that it is simply 
the result of the inability of the United States Government to borrow in 
the medium or long market because of the legal limit upon the rate it can 
pay. But if this Jimit is really a breach of the rules, the United States more 

than makes up for that in other ways, since its gold efflux continues. 

Apart from these special circumstances in which defensive measures may 
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be desirable in principle there may be many others in which they are 
necessary in practice. Whatever the precise cause of the external pressure, 
there must always be some limit to the rate-disparity and extent and 
duration of capital outflow that can be tolerated—if only for the reason 
that a long sustained outflow may cause loss of confidence in the domestic 
currency, and so make the movement cumulative. The more widely the 
principles discussed in this article are understood, the more slowly will 
that limiting factor develop. It is evident, however, that the longer the 
pressure continues the more carefully must the domestic authorities 
scrutinize it and their own economy to be sure that it is not in part a 
reflection of some fundamental weakness. : 

Sterling at present can pass that scrutiny without question. In spite of 
the speed with which the economy has been expanding in this past year, 
it has not yet run into any fundamental disequilibrium. ‘The latest index 
of industrial production, for October, is no less than 84-9} per cent above 
the low point reached in the summer and autumn of 1958, yet the corre- 
sponding increase in the labour force has been under 1} per cent and the 
rise in average working hours has been about 1 per cent. Obviously, 
neither production nor productivity can go on rising at this pace, but the 
suggestion made in some quarters that the growth of productivity had 
- virtually stopped by the early summer has now been shown to be groundless. 
Pressure on the labour force is plainly increasing: the net rise of 16,000 
in unemployment since September is the smallest for that period since 1955; 
but in some industries and regions there are still considerable reserves of 
labour. Broadly speaking, it is only the automobile industry and its 
ancillaries and the makers of consumer durables that are yet working to 
capacity. Admittedly, the biggest spare capacity and unemployment is 
associated with structural difficulties that will not be resolved by any 
general growth of demand; but, as was shown by a recent inquiry by the 
National Institute of Economic Research, many firms in industries lying 
between these two extremes are still in a position to raise their output 
substantially without any corresponding addition to their labour force. If 
the emphasis in expanding demand shifts a little from the consumer 
durables to the capital goods industries, as it perhaps is now gradually 
tending to do, the economy should be capable of perceptible further growth 
before the need for disinflationary braking action arises. 

The limiting points from the balance of payments side perhaps lie a shade 
closer, for although the current account is still in reasonable surplus, there 
is nothing to spare after financing the long-term investment, and imports 
at the moment are rising faster than exports. ‘The British authorities have 
clearly shown, however, by allowing the IMF standby credit to run off 
and by repaying the Ex-Im credit long before its time, that they have full 
confidence in the basic health of sterling. If they think it right to reduce 
the reserves by advance repayments of their own direct obligations, they 
must surely think it equally right to allow repayments of private claims— 
so long as this movement does not develop a cumulative force that might 
undermine sterling’s strength in other ways. 
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Improving World 
Liquidity 


The Radcliffe Committee, discussing the Professor Robert Triffin of Yale Uni- 
problem of international liquidity, saw versity, one of the leading advocates 
‘* great merit as a long-term objective’’ of such a transformation, here presents 
in the proposal that the International his diagnosis of the problem and then out- 
Monetary Fund should be transformed lines hts plan for reshaping the Fund in 
into an international central bank. the light of it.—EDITOR. 


I—THE PROBLEM DIAGNOSED 


HE experiment in convertibility launched a year ago faces the 

same two problems that contributed so much to the early wreckage 

of a similar experiment some thirty years ago—the shortage of 

gold and, largely in consequence of that shortage, the undue 
reliance on national currencies as international reserves. The ratio of world 
monetary gold stocks to annual imports has fallen persistently through- 
out the post-war years to less than 40 per cent in 1958, compared with 
110 per cent in 1938. The International Monetary Fund recently estimated 
at $700 millions a year the total increase in monetary gold stocks that can 
be expected in the foreseeable future from new gold production and Russian 
gold sales in western markets. This is less than 1.5 per cent of current 
world reserves—of gold and foreign exchange—compared with the annual 
growth of about 5-6 per cent in the volume of world trade and manufac- 
turing activity in most post-war years. It is evident that in the years 
ahead gold alone could not ensure the maintenance of adequate reserves in 
an expanding world economy. If new ways of economizing gold cannot 
be found—as they were found in the nineteenth century—current trends 
must lead, sooner or later, to widespread deflation, devaluation or the 
reimposition of trade and exchange restrictions. 

The increasing shortage of gold has been palliated in part, but only in 
part, by the shift from a gold-bullion standard to a gold-exchange standard 
after the first world war. National currencies—primarily the pound ster- 
ling and the United States dollar—have been increasingly used since then 
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as international reserves, in order to suppiement supplies of monetary gold. 
Even so, the ratio of gross reserves—of gold and foreign exchange—to 
annual imports has declined throughout the post-war years. For all 
countries taken together, this ratio had fallen by 1958 to less than half its 
1938 level. 

The second, and more immediate, threat to the future of convertibility 
lies precisely in the vulnerability imparted by this continually growing 
dependence on the use of national currencies as international reserves.* 
Brushing aside other well-known technical flaws in such a system, its 
smooth functioning obviously presupposes a continuing and justified trust 
in the unfailing luck and wisdom of monetary management in the key 
countries concerned, notably the United States and the United Kingdom. 
Otherwise, large-scale conversions of reserves and other liquid assets from 
one key currency into the other, or from both into gold, may at any time 
topple the whole structure, as they did in the early 1930s. The conversion 
of sterling balances into gold and dollars precipitated the devaluation of 
sterling in 1931 and was followed by a similar run on the dollar. The 
gold exchange standard was practically wiped out in the process, except in 
the sterling area: for the world as a whole the foreign exchange component 
of international reserves fell by about 70 per cent between 1928 and 1932. 


‘ Total dollar balances, official and private, fell from $2,900 millions in 


October, 1929, to less than $400 millions at the end of 1933. 


America’s Deficit and World Reserves 


The huge gold losses recently suffered by the United States have given 
rise to some uneasiness about the future of the dollar. People have woken 
up, rather belatedly, to the fact that the excess of US aid and capital exports 
over a dwindling current account surplus is now in its tenth year. In the 
period 1950-58 it was financed by a combination of gold losses ($4,200 
millions) and increases of foreign dollar holdings ($9,400 millions); these 
averaged together about $1,300 millions annually over the eight years 
1950-57, but rose abruptly to $3,300 millions in 1958. Last year the 
total probably exceeded $4,000 millions. Former and ingenious theories 
of a chronic and intractable dollar shortage are now in danger of being 
replaced by equally far-fetched explanations of a chronic and intractable 


dollar glut. 
This spectacular reversal in the international dollar balance has usually 


» been discussed from the point of view of the United States. Excessive 


fears are often expressed about America’s ability to redress the situation in 
time, or—more justifiably—about the temptation to eliminate the present 
overall deficit by cuts in foreign aid and by a return to restrictions and 
protectionism. Europe, rightly, is urged to “ do its part”’ by stepping up 
aid and capital exports to underdeveloped countries, removing the remaining 
discriminations against dollar imports and lowering trade barriers towards 





* A more detailed discussion of this problem, and some of the others surveyed here, will 
be found in two articles by Professor Triffin in the Quarterly Review of Banca Nazionale 
del Lavoro for March and June, 1959. 
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the rest of the world in general. All this, however, fails to view the problem 
in its full historical perspective and leaves entirely out of account the fact 
that a successful readjustment of America’s overall payments balance is 
bound to bring back to the fore the latent crisis of international liquidity. 
Over the last nine years, only one-third of the increase in reserves outside 
the United States has stemmed from current gold production; the remaining 
two-thirds has stemmed from the deterioration in the United States’ net 
reserve position. The restoration of overall balance in America’s inter- 
national transactions would thus deprive the rest of the world of the major 
source from which normal increases in reserve requirements are being 
provided. 


Capital Imports—by Creditors 


The present international monetary system can indeed be sketchily 
described as follows. Some countries—particularly the old industrial 
countries of western Europe—are both anxious and able to maintain rela- 
tively high reserves and to increase them more or less pari passu with 
increases in production, money supply and international trade turnover. 
Other countries—particularly in the underdeveloped areas of the world— 
are content with much lower reserves and a more continuous recourse to 
foreign aid and short-term capital, currency devaluation or restrictions on 
trade and payments. Most—though not all—countries have shown them- 
selves willing to accumulate a substantial portion of their monetary reserves 
in the form of foreign exchange rather than gold. For this purpose, 
naturally, they tend to select the currency that appears safest, i.e. that of 
a major creditor country. This accumulation of a key currency as inter- 
national reserves by the rest of the world necessarily entails a large amount 
of “unrequited” capital imports by the key currency country—that is, 
by the country whose need for foreign capital is prima facie less than 
anybody else’s. Moreover, the shortage of international liquidity is thereby 
relieved only to the extent that the key currency country allows its short- 
term indebtedness to grow continually at a faster pace than its own gold 
reserves, 

The United States has been eminently successful, over the last nine years, 
in warding off any shortage of international liquidity by maintaining a rate 
of foreign aid and capital exports far in excess of its own current account 
surpluses, and meeting the deficit largely by gold sales and unrequited im- 
ports of short-term capital. The outflow of long-term capital exports and 
aid was thus matched, at least in part, by a deterioration in the United 
States net reserve position. ‘This deterioration, however, cannot continue 
indefinitely without endangering the dollar and destroying the willingness 
of other countries to regard it as a safe medium for the accumulation of 
reserves. ‘The process is thus bound to come to an end, sooner or later, 
at the initiative either of the United States or of the other countries. 
When it does, the underlying problem of world liquidity will once more 
threaten to slow down or reverse the rapid pace of expansion maintained 
since the war in world trade and production. 
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II—TRANSFORMING THE FUND 


A simple and logical solution emerges from the above diagnosis. The 
shortage of gold supplies in relation to reserve needs should be made up 
—but no more than made up—by the provision of an additional medium 
in which reserves can be held. ‘This new medium, however, should not take 
the form of national currencies, the actual supply of which to reserve holders 
is dependent at all times on the vagaries of the key countries’ balances of 
payments, and the actual demand for which from reserve holders may 
fluctuate erratically and catastrophically with every change in confidence in 
the key countries’ monetary position and policies. The foreign exchange 
component of international reserves should be made up of international 
deposits rather than of national currencies.* 

All countries should renounce the use of national currencies as inter- 
national reserves, and keep instead in the form of deposits with the Inter- 
national Monetary Fund any portion of their reserves that they do not 
wish to hold in the form of gold. Such deposits would be constituted 
initially by transferring to the Fund the national currencies—primarily 
dollars and sterling—now held as reserves by the central banks of member 
countries, plus any amount of gold that they might wish. Deposits at the 
Fund would be fully as usable as gold itself in all international settlements. 
They could be drawn upon by holders to procure any currency needed in 
such settlements or to assist central banks in stabilizing the exchange 
market. ‘The amounts withdrawn would be merely debited to the with- 
drawer’s deposit account and credited to the account of the country whose 
currency was purchased from the Fund. The deposits would be fully 
convertible and would also carry an exchange rate guarantee: thus they 
would be a safer medium for reserve investment than any national currency. 
They would, moreover, earn interest—at a rate to be determined, and varied 
from time to time, in the light of the Fund’s earnings on its own loans 
and investments. 

These various features, combining the earning power of foreign exchange 
holdings with the safety of gold holdings, should ensure, in time, a large 
and continuing demand for Fund deposits by central banks; but in order to 
take account of initial diffidence and inertia and to guarantee the system 
against the vagaries of sudden and unpredictable shifts between gold hold- 
ings and Fund deposits, all members should undertake to hold a uniform 
and agreed minimum proportion of their gross reserves in the form of 
Fund deposits. They would be entitled—but not, of course, compelled— 
to convert into gold at the Fund any deposits accruing to their account in 
excess of this agreed minimum requirement. 





* Alternative solutions such as a revaluation of gold, the generalized adoption of floating 
exchange rates, or periodic increases in IMF quotas, are discussed in the second of the two 
articles mentioned on page 14. Let me merely note here that the increases in Fund quotas 
now under way will provide a useful breathing spell for the negotiation of the more radical 
reforms needed in the Fund’s methods of operation, but could not meet for more than a 
very few years the prospective liquidity shortage that would result from feasible, non- 
inflationary, rates of growth in world trade and production. 
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On the basis of reserves at December, 1958, a minimum deposit require- 
ment equal to 20 per cent of each country’s gross reserves would total 
about $11,000 millions.* This would be substantially less than the total 
of IMF quotas after the recently agreed increase has taken effect (more 
than $14,000 millions). ‘The deposit requirements for low-reserve countries 
would be considerably less than their Fund quota, and only moderately 
larger for high-reserve countries. Minimum deposits, however, would 
have to be paid fully in gold or foreign exchange, whereas three-quarters of 
the present quotas are callable only in local currencies. These local cur- 
rency contributions are a real burden for the few countries whose currency 
is actually borrowed from the Fund—up to now primarily the United 
States—but mere window-dressing, of no practical use to the Fund, in the 
case of other countries. As distinct from the present capital subscriptions 
to the Fund, however, the deposits would remain as liquid and usable in 
international settlements as gold itself. Hence, any country could reason- 
ably count them as part of its monetary reserves, and as fully equivalent 
to gold for the calculation of reserve or gold cover requirements wherever 
such legal provisions still exist. The maintenance of a portion of a 
country’s reserves in this form would therefore be no burden to it and 
would not raise the internal problems that some countries now encounter 
in financing their quota subscription to the Fund. 


Assets and Deposits 


Most countries could more than fulfil their 20 per cent minimum deposit 
obligation by transferring to the Fund the portion of their total reserves 
now held in the form of foreign exchange (including outstanding net claims 
on the Fund itself arising from past transactions and gold subscriptions). 
The only significant exceptions would be the United States, the United 
Kingdom, Belgium and—assuming that it joined the Fund—Switzerland. 
On the basis of reserves at end-1958 the amounts of gold to be paid in by 
these four countries would be, respectively, of the order of $2,550 millions, 
$370 millions, $160 millions and $300 millions, making a total of $3,380 
millions, which would bring the gold holdings of the Fund up to about 
$5,000 millions. ‘The remainder of the Fund’s assets would be consti- 
tuted to a small extent by outstanding net claims (little more than $1,000 
millions) arising from past transactions and, for the rest, by the total of 
existing official holdings of foreign exchange (overwhelmingly dollars and 
sterling), which would be transferred to the Fund in exchange for deposits. 
Thus the reformed Fund’s initial assets would comprise about $5,000 
millions of gold, $1,000 millions of outstanding claims, and existing national 
exchange reserves amounting to about $9,000 millions in dollars and nearly 
$6,000 millions in sterling—a total of $21,000 millions to be set against 
deposit liabilities of like amount. 

The repayment of the Fund’s claims arising from its own past operations 








* These estimates assume that the reserves of British and other colonial empires, each 
of which shares a common IMF quota with the relevant metropolitan country, would con- 
tinue to be held: in the currency of the metropolitan country. 
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would, of course, continue to be governed by existing provisions of the 
Fund Agreement. New, and different, provisions would, however, have 
to be made for the new claims acquired by the Fund as a result of the 
proposed reform. ‘The bulk of these claims would be in the form of bank 
deposits, acceptances and Treasury bills at present held in New York and 
London by overseas central banks. The Fund would have no immediate 
need to modify the pattern of these investments, but should be empowered 
to do so in due course, in a smooth manner, in so far as this would assist 
its own operations. This purpose would be served by giving the Fund an 
option—which it would not necessarily wish to exercise every year—of 
liquidating such investments at a maximum pace of, say, 5 per cent annually. 
The maximum yearly Jiability for repayment which this would entail would 
be of the order of $450 millions for the United States and $300 millions 
for Britain. If, however, a strong world demand for sterling or dollars 
boosted Britain’s or the United States’ deposit balances with the Fund 
beyond their 20 per cent reserve requirement, any request for conversion 
of such excess balances into gold could be countered by a request by the 
Fund that they should be applied instead to the extraordinary amortization 
of these countries’ indebtedness to the Fund. 


‘¢ Scarce Currency ”’ Provisions 


Such a pattern of assets would practically rule out, for a long time to 
come, any danger of a “scarcity” of the two major currencies. Nor could 
a scarcity develop for other countries’ currencies unless and until the overall 
surpluses of these countries reached such magnitudes that they could not 
be covered: | 


(a) By the increase in their minimum deposit obligation, associated with 
the parallel increase in their gross reserves; 

(b) By the excess deposits that many countries would undoubtedly wish 
to maintain at the Fund—rather than convert into gold—both as 
working balances and as earning investments fully protected against 
the risks of exchange depreciation, inconvertibility and default; 

(c) By the gold holding of at least some $5,000 millions with which the 


new Fund would start its operations. 


Remote as such a contingency is, it should nevertheless be guarded 
against, so as to ensure beyond all doubt the full liquidity and convertibility 
of Fund deposits. A number of alternatives or complementary measures 
may be envisaged for this purpose. Let me mention here only the simplest 
and most obvious of them. If the Fund found itself threatened with a 
shortage of liquidity, it should be allowed to raise the minimum deposit 
obligation of members—either across the board, or possibly only on that 
portion by which the ratio of each member’s reserves to its annual imports 
exceeded the average ratio of world monetary gold to world imports. 

Foreign exchange reserves, for all countries taken together, made up 
about 30 per cent of their total monetary reserves at the end of 1958. 
A uniform increase in the deposit requirements to 30 per cent would thus 
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suffice at the start to guarantee the Fund against any gold shortage, even 
in the totally improbable event that all countries exercised their right to 
convert all of their excess balances into gold. On the same extreme 
assumptions, it might theoretically become necessary to raise this ratio 
further, year after year, in order to allow the Fund to complement through 
its own credit operations the growing shortage of gold in relation to reserve 
requirements. If monetary gold stocks continued to increase at an average 
rate of $700-$800 millions a year, a 3 per cent rate of growth in gross 
reserves, for instance, would require that deposits with the Fund rise to 
40 per cent of members’ gross reserves in the course of the next ten years. 


Preventing Inflationary Abuses 


The major objection to this proposed reform of the Fund would be the 
same as that raised against the Keynes plan for an International Clearing 
Union—that it would endow the Fund with a lending capacity that, if 
improperly used, might impart a strong inflationary bias to the world 
economy. This is no reason, however, to fall back upon a system whose 
deflationary bias can only be combated through an ever-increasing depend- 
ence on the haphazard constitution of reserves in the form of national 
currencies, and an increasing vulnerability to unfavourable developments in 
one or a few key currency countries. ‘The threat of inflationary abuses 
could be guarded against by limiting the Fund’s lending powers to the 
scale necessary to preserve an adequate level of international liquidity. 

Various alternative criteria could be adopted for this purpose. The 
simplest might be to limit the Fund’s net lending, over any twelve months’ 
period, to a total amount that would, together with current increases in the 
world stock of monetary gold, increase gross world reserves by, say, 3-5 
per cent a year. ‘The exact figure could not, of course, be determined 
scientifically and would, in any case, depend in practice upon the com- 
promise between divergent national viewpoints which would emerge from 
the negotiation of the new Fund Agreement. A reasonably conservative 
solution would be to retain the 3 per cent figure as definitely non-inflationary, 
and to require qualified votes (two-thirds, three-quarters, and ultimately 
four-fifths of the total voting power, or even unanimity) to authorize lending 
in excess of 3, 4 or 5 per cent a year. 

Assuming, for instance, that monetary gold stocks continue to increase 
by $700-$800 millions a year, the Fund’s annual lending quota based on 
a 3 per cent rate could be roughly estimated to-day at about $800-$900 
millions. A 4 per cent rate would raise this to about $1,400 millions, and 
a 5 per cent rate to about $2,000 millions a year. These amounts would 
rise gradually with further increases in world reserves, and would also 
increase or decrease with fluctuations in future annual additions to the 
world stock of monetary gold. 

The Fund’s lending operations under these arrangements would be no 
more automatic than they are at present: advances would continue to be 
conditional upon full agreement between the Fund and the member not 
only on the maturity of the loan, but also on the broad economic and 
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financial policies that the member should pursue. 
facilities might well also be retained in the form of overdraft agreements, 
to be renewed at frequent intervals, and guaranteeing all members in good 
standing rapid and automatic short-term assistance. ‘These overdraft agree- 
ments would be primarily designed to give time for full consideration of a 
request for normal medium-term loans or stand-by facilities, and would 
be guaranteed by the country’s minimum deposit obligation.* 


Investment—for Development ? 


A second broad category of Fund lending would take the form of invest- 
ments in the financial markets of member countries. These operations 
would be decided at the initiative of the Fund itself, but always, of course, 
in agreement with the monetary authorities of the countries concerned. 
Such agreement would be necessary in any case to attach to these invest- 
ments the same guarantees against exchange and inconvertibility risks as 
those that protect the Fund’s own deposit liabilities. The first investments 
of this character would be imposed upon the Fund by its acquisition of the 
outstanding national exchange reserves. ‘These would be predominantly 
dollar and sterling securities and any disposal of them would be subject to 
the special provisions, outlined above, to avoid unnecessary disturbances to 
financial markets in the United States and Britain. The proceeds derived 
from their progressive liquidation, however, would normally be re-employed 
in other markets with a greater need for international capital. A portion 
might even be channelled into relatively long-term investments for economic 
development, say through purchases of World Bank bonds. 

The acceptance of the basic reforms proposed above should eliminate 
all existing balance of payments grounds for trade discrimination permissible 
under the GATT. The gradual liberalization of all remaining trade, ex- 
change and tariff restrictions could also be given a new impetus if these 
reforms were allied to a continuous and world-wide negotiation of reciprocal 
agreements, similar to that successfully undertaken regionally by the 
Organization for European Economic Co-operation on the basis of the 
EPU Agreement. Prospective credit assistance by the Fund to countries 
in difficulty should encourage the acceptance and implementation of such 
agreements. Yet the OEEC experience also suggests that members will 
insist on retaining the right to invoke escape clauses whenever such assistance 
is either insufficient or inappropriate to meet their deficits. As in OEEC, 
a joint examination of the overall policies followed by the member should 
be undertaken in such cases and should lead to agreed proposals for economic 
stabilization and for the restoration of the measures of liberalization recipro- 
cally accepted by all Fund members. Ideally, the Fund should be given 
the right to disallow, after one year for instance, the continued recourse to 
such escape clauses if it deems them to be no longer justified. Such a 
decision might automatically permit the country in question to allow 





* Any loan granted to a member would be credited to its deposit account at the Fund; 
the member could draw on this account in any currency whatsoever without having to 
make any “ representation ”’ that it needed to make payments in that particular currency. 
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fluctuations in its exchange rate as long as its gross reserves remain 
equivalent to less than, say, 30 per cent of its annual imports. 

Finally, some fundamental reforms in the cumbersome administrative 
machinery of the Fund are overdue. Greater efforts should be made to 
preserve effective contacts at all levels between the Fund and the national 
administrations of its members. Periodic meetings of high-level repre- 
sentatives currently entrusted with monetary policy in their own country, 
should determine the broad lines of the Fund’s policy and the limits within 
which decisions can be delegated to permanent representatives or to the 
Fund’s management itself. 

These, and other questions, cannot be fruitfully explored within the 
scope of the present study. Actual possibilities for agreement can be dis- 
covered only through the process of international negotiation itself. We 
might note, however, that the total deposit obligation required from the 
United States would not be appreciably larger than its revised IMF quota, 
and that both the United States and Britain would benefit from the stabi- 
lization, under IMF ownership, of the dollar and sterling balances whose 
present volatility constitutes a major source of instability for monetary 
management in both countries. ‘The underdeveloped areas, on the other 
hand, would find in the new lending capacity of the Fund a useful com- 
plement to their present borrowing facilities. 


Regional Agreements 


Yet, the final outcome of such complex negotiations obviously remains 
highly uncertain. It is most likely that the compromises that prove imme- 
diately feasible on a world-wide scale will fall substantially short both of 
the bold reforms suggested here and of what might be agreed to within 
smaller groups of countries keenly conscious of their interdependence and 
more willing to trust one another’s policies and commitments. Some of the 
ideas discussed above might therefore be recast usefully in terms of such 
existing, Or prospective, regional agreements as the sterling area, the Euro- 
pean Economic Community (the common market), a future European 
Economic Association, etc. 

At first sight the sterling area, at least in its present form, seems to 
present formidable difficulties. As noted above, the estimates of the Fund’s 
assets and liabilities have been based on the assumption the reserves of 
dependent territories continue to be held in sterling while the reserves of 
independent members of the area (who at present have their own quotas 
at the Fund) would be held in the form of either gold or deposits with the 
Fund. ‘The sterling area would thus be reduced to Britain and the colonies. 
This assumption, however, is not sacred: it could easily be modified to 
permit independent members to remain in the sterling area should they 
wish to do so. 

It would be useful to co-ordinate the monetary and payments machinery 
of regional agreements with their commercial provisions, and to define in 
an appropriate way their relationship to the IMF. This could lead to a 
considerable streamlining and decentralization of the Fund’s operations 
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by transferring to the regional groups the handling of all international 
settlements and financial assistance involving only the use of their own 
members’ currencies. 

The slow and gradual adaptation of the world monetary system to changing 
needs was abruptly interrupted by the first world war and the ensuing 
collapse of the gold standard. Attempts at reconstruction have been, still 
are, and always will be handicapped by the enormous difficulties involved 
in Overcoming inertia and in reaching agreements among several scores of 
countries on the many facets of a rational system of international money 
and credit creation. ‘This is, of course, the only explanation for the survival 
of gold itself as the ultimate means of international monetary settlements. 
The history of human institutions, however, has a logic of its own. Gold 
as a commodity enjoyed undoubted advantages over other commodities 
that could alternatively be used as money. The substitution of debt or 
paper money for commodity money within each country’s national borders 
was a gradual and still recent phenomenon in world affairs. Its extension 
to the international sphere is even more recent and has also developed 
haphazardly under the pressure of circumstances rather than as a rational 
act of creation on the part of any national or international authority. Yet 
the proliferation of regional and international agencies is slowly laying the 
groundwork for further, and long overdue, adaptations in the international 
monetary system, and particularly for the internationalization of the fiduciary 
portion—foreign exchange—of countries’ monetary reserves. 
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Dollar Deposits 


in London 


By PAUL EINZIG 


HE last two years or so have witnessed the development of an 

important market in dollar deposits and loans in London. As a 

result a by no means negligible, and gradually increasing, propor- 

tion of London’s international banking business is now carried 
on in terms of dollars. ‘This remarkable change seems to have attracted 
little or no attention outside the banking circles directly concerned. Even 
though the market had assumed considerable importance before the Rad- 
cliffe Committee concluded its inquiry, no reference to it is contained in 
the Report. 

The practice of keeping deposit accounts with London banks in terms of 
dollars or other foreign currencies is, of course, not new, but until 1957 
this type of business was relatively unimportant. Its extent as an influence 
affecting the international use of sterling or as one liable to affect the London 
money market and the volume of credit was never sufficiently large to 
deserve special attention. In the past when a London bank accepted a 
dollar deposit from a customer there was no systematic re-lending of such 
funds outside the United States. Under the system that has developed 
during the last two years or so, however, most dollar deposits received by 
London banks are either re-lent abroad outside the United States—mostly 
to continental or Canadian borrowers—or, occasionally, are converted into 
sterling by means of swap operations and the proceeds employed in the 
London money market. 

There is at present a regular international market in London in dollar 
loans ranging from call loans to loans for up to twelve months. ‘The dollars 
available for this purpose are obtained by London banks in the form of 
deposits in the United States owned mostly by continental residents. 
Although borrowing abroad is subject to exchange restrictions, London 
banks are at liberty to accept deposits from non-residents in terms of foreign 
currencies, provided that the initiative for the transaction is taken by the 
depositor. ‘The amount of such deposits does not come within the limits 
imposed by the Bank of England on the banks’ holdings of foreign currencies. 
The banks declare these dollar deposits in their monthly returns to the 
Bank, but under existing practice they can increase the amount of such 
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deposits to an unlimited extent without having to ask for permission. 
Nobody outside the Bank of England knows the total of dollar deposits 
held in London, but a recent article in the New York Times quoted an 
estimate of $500 millions. 

The main reason why this type of business became so important in 1957 
lies in the fact that a sudden demand for such facilities coincided with an 
equally sudden increase of dollar supplies available in London for meeting 
such requirements. Both the supply of and the demand for dollar deposits 
arose in consequence of the measures taken in defence of sterling. In 
September, 1957, when Bank rate was raised to 7 per cent, the authorities 
felt impelled to impose a ban on credits for financing trade between two 
foreign countries and on “re-finance”’ credits, by which foreign trade 
transactions are financed beyond the period normally required for the 
international movement of goods. The former ban has since been repealed 
but the latter is still in force at the time of writing. The curtailment of 
these sterling credits created a gap in the credit facilities available for 
financing international trade. Continental and other overseas borrowers, 
deprived of their normal credit facilities, were willing to pay high rates for 
alternative facilities. London banks were thus able to offer high rates 
for dollar deposits and to outbid New York banks, whose foreign deposit 
. rates are in any case subject to ceilings imposed by the Federal Reserve of 
24 per cent for deposits of up to ninety days and 3 per cent for deposits 
of six months. London banks pay more than 4 per cent, even for dollars 
at call. They were thus able to continue to meet a large part of the credit 
needs of their overseas clients—but by lending dollars instead of sterling. 

The amount of liquid dollar resources held in New York by continental 
residents is very considerable. Much of these funds is kept on current 
account, yielding no interest, or in deposit accounts, which yield low 
interest. In any case a great many continental holders of dollars are 
reluctant to earn interest in the United States, for fear that it would be 
. subject to American taxation. True, all western European governments, 
with the exception of Spain and Portugal, have agreements on double 
taxation with the US Government. If a British bank earns interest on its 
dollars and is subjected to American income tax the amount involved is 
taken into consideration in assessing its liability for British tax. But such 
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agreements would be of small use to French holders of dollars who do 
not wish their tax authorities to know about their dollar income—or indeed 
about their dollar deposits. 

Once British banks were in a position to pay relatively high interest on 
dollar deposits such deposits were offered to them by continental holders 
in increasing amounts. This type of business grew steadily, and con- 
tinued to expand, temporary ups and downs apart, after the reductions in 
Bank rate. ‘The rise in interest rates in the United States and in some 
continental countries, the replacement of the premium on forward dollars 
by a discount, and the nervousness about the dollar scares that developed 
towards the end of 1958, did not reverse, except temporarily, the increasing 
flow of dollar deposits to London. 


Continental Borrowers—and Lenders 


The bulk of these deposits has been employed by London banks in grant- 
ing dollar credits to continental or Canadian business firms through the 
intermediary of continental or Canadian banks. This again is no inno- 
vation. It had been possible to arrange dollar credit facilities in London 
long before 1957. But the difference in degree is important. Most of 
these credits are used for financing foreign trade transacted in terms of 
dollars. ‘The borrower uses the dollars to pay for his goods and collects 
dollars when he re-sells these goods. In all these transactions London 
performs the role of an intermediary between an overseas owner of funds 
and an overseas borrower. In many instances, indeed, both the holder of 
the dollar deposit and the borrower of dollars are resident in the same 
country. 

Although the development of the type of business described above was 
stimulated by the restrictions imposed in the sterling crisis of 1957, it seems 
probable that to a large degree it will continue even after all those restric- 
tions have been removed. For in given conditions such dollar credit 
facilities are apt to be cheaper than sterling acceptance credits, the cost of 
which is increased by the commission charged by London banks and 
acceptance houses. Thus, while in the past sterling acceptance credits 
had to compete only with dollar acceptance credits offered by American 
banks, now they also have to compete with dollar credit facilities provided 
by London banks. On the face of it this may seem to be to the dis- 
advantage of the London market, since the international use of sterling is 
diminished and that of the dollar is increased. Opinions are divided on 
this. Some bankers maintain that by popularizing the use of dollar facilities 
London banks compete with themselves; they are also concerned at the 
possible effect of the practice on the volume of bank bills. The majority 
of the bankers engaged in the re-lending of dollar deposits, however, seem 
to hold the view that London stands to gain as a banking centre by the 
extended use of this type of business. After all, it is argued, the dollar 
transactions are carried out by the same banks that grant sterling credits, 
and the London market should benefit from the overall expansion of 
business, even though part of it is transacted in dollars. The Radcliffe 
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Report expressed the view that the earnings of the City through its inter- 
national banking activities would not be perceptibly less “if settlements 
that now take place in sterling came to be made, under a different system 
of payments, in some international currency such as ‘ bancor’”’. In other 
words, what really matters is that business should continue to be trans- 
acted through the intermediary of London banks, and it makes little 
difference in practice whether the monetary unit used is sterling or some 
other currency. Admittedly, in reaching this conclusion the Radcliffe 
Committee had the use of some international monetary unit in mind, but 
its conclusion is equally valid if “ dollar” is substituted for “‘ bancor ”’. 

Even though it is flattering to the national prestige if the largest possible 
proportion of international business is transacted in sterling, from a prac- 
tical point of view the use of sterling as an international currency is simply 
a means to an end of attracting more business to the London banking 
centre. The really important question is whether or not, by using dollars 
as well as sterling for overseas credit operations, the London market can 
transact more business and earn larger profits than by confining its activities 
to sterling transactions. 

From this point of view it is well to remember that the extent of sterling 
credits this country can afford to grant is by no means unlimited. Any 
excessive increase in the outstanding total of sterling credits to foreign 
borrowers—as distinct from the revolving of the amount that is already 
employed—would cause pressure on sterling. On the other hand, by using 
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dollar deposits London is enabled to finance a considerably larger amount 
of foreign trade without thereby increasing pressure on sterling. 

In undertaking to finance foreign trade by means of re-lending dollar 
deposits London fulfils its traditional functions of an international banking 
centre. It is the legitimate function of an international banker to accept 
deposits from abroad and re-lend the funds to foreign borrowers. The 
fact that London is used by continental lenders and borrowers of dollars 
as an intermediary, is as high a compliment as has ever been paid to the City. 


Addition to Credit Base ? 


Another part—probably a relatively small part—of the dollar deposits, 
instead of being re-lent abroad, is converted into sterling by means of swap 
transactions and employed in-London. This might be done not only 
when the interest arbitrage involved is profitable but also, in certain cir- 
cumstances, when money is tight and the banks concerned are reluctant to 
withdraw funds from the money market or to realize investments. Of 
course, their own dollars held in New York can also be used for the same 
purpose, to the extent to which they are not needed there. The existence 
of appreciable dollar deposits in London creates a new situation in as much 
as it would permit London banks to convert much larger additional amounts 
into sterling by swap operations. In the normal case, however, these 
operations would enable one bank to increase its liquidity only at the 
expense of another bank. The banking system as a whole could increase 
its liquidity by such means only if the sale of spot dollars against forward 
dollars caused an appreciation in spot sterling that led to the intervention 
of the Exchange Equalization authorities. In that case such operations 
would create a net addition to the liquid resources of the banking system, 
and if the authorities were unable or unwilling to neutralize that addition 
in other ways, it could be claimed that the use made of the dollar deposits 
had broadened the credit base. Conversely, if maturing dollar deposits 
were not renewed, or if an appreciation of the forward dollar made their 
use in the domestic sphere too expensive, the resulting pressure on the spot 
rate might lead to official intervention in support of sterling. In that case, 
and again in the absence of neutralization, the change in dollar deposits 
could cause a tightening of bank liquidity in London. 

It is impossible to know whether, and to what extent, the increased flow 
of dollar deposits has actually contributed to Britain’s credit expansion 
since 1957. In the absence of the necessary information we have to confine 
ourselves to drawing attention to the potentialities of the system. It is 
possible to envisage a substantial increase in the part played by dollar 
deposits (or more accurately the sterling arising from their conversion) in 
the London money market. ‘This could conceivably result from a widen- 
ing of the discount on forward dollars, or from a wider realization of 
London’s facilities by continental holders of dollars. Equally, the United 
States authorities, by removing the interest ceiling on foreign deposits and 
making appropriate tax changes, might reverse the tide. It is a pity that 
the Radcliffe Committee did not touch upon these interesting possibilities. 
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RADCLIFFE UNDER SCRUTINY 





A Case for Financial 
Controls ? 


The Radcliffe Committee’s concept of favour of the traditional primacy ac- 
“‘ the. whole liquidity posttion’’—and corded to the money supply, and by 
the central importance that it attaches Mr Fohn Spraos, who challenged the 
to that concept—has been the most con- distinction that the Committee drew be- 
troversial point of theory in the Report. tween the dtrect effects of changes in 
It has already been scrutinized in this interest rates and the effects that they 
series by Sir Dennis Robertson and might exert via liquidity. Professor Tew 
Professor Paish, who rejected it in presents a contrary view.—EDITOR. 


By BRIAN TEW 


é¢ 
, HE immediate object of monetary action’’, says the Radcliffe 
Report, “‘is to affect the level of total demand ”’, by which is 
meant “‘the demand for real goods and services’ (Paragraphs 
388 and 397). “The monetary authorities can theoretically 
influence the total level of demand in two ways, . . . by bringing about a 
change in interest rates’ and by bringing “ about a change in the liquidity 
condition of financial institutions and of business firms and people generally, 
so that those wanting money to spend (whether for capital development or 
other purposes) find it more (or less) difficult to get than it was before ” 
The Committee calls the former effect on total demand the “ interest 
incentive effect ’’ and the latter the “ general liquidity effect ’’ (385). This 
latter effect the Committee considers to be very important, much more so 
than the interest incentive effect, and moreover to be quicker in operation. 
“We attribute to operations on the structure of interest rates a widespread 
influence on liquidity and a slower, more partial, influence on the demand 
for capital ”’ (983). 

What then is this “ general liquidity effect”? ? How does it influence 
the amount of a firm’s expenditure on physical capital? How can its 
influence be distinguished from that of the “interest incentive effect ”’ 
(or, as Mr Spraos* has claimed, is there really no distinction)? The 
Committee does not give explicit answers to these questions, but I think 
we may readily infer what it had in mind. 

Basically the distinction between these two effects derives from the fact 
that when a businessman considers the raising of finance for investment, 
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* “* Control bv ‘ Stickiness ’ of Rates ?,’’ The Banker, November, 1959. 
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market rate of interest’, though this is presumably all he would need to 
consider if he were faced with a perfect capital market. 

The source of finance most readily available to a firm comprises its own 
non-operating assets, if it has any, provided these are liquid, like a time 
deposit, or widely marketable, like government bonds. The amount of 
non-operating assets already held by a firm, however, constitutes only a 
limited tranche of finance, which (for an investment project of more than 
a certain size) needs to be supplemented by outside finance. 


Worsening Terms of Finance 


But when a firm seeks finance from outside, there are a number of con- 
siderations that may limit the total amount available, or at any rate worsen 
the terms of finance, the larger*the amount required. First, outsiders are 
very far from unanimous in their attitude to a firm, which can in conse- 
quence get a larger amount of finance only by seeking it from outsiders who 
are less interested, or less well informed, or less trusting—and who conse- 
quently need to be tempted by better terms or more expensive advertising. 
Secondly, the number of outsiders capable of fully understanding the 
potentialities of a given project is usually very small; the rest have therefore 
good reason to be cautious about believing in the additional profit which 
the new operating assets are expected to assure and to concentrate instead 
on how they would fare if the profit available for paying interest or dividends 
did not greatly increase beyond its level in the recent past. If such is their 
attitude they will naturally conclude that the larger the amount of new 
capital sought by an enterprise the more thinly will the expected profit 
have to be spread. 

In addition to these two factors affecting the availability of all types of 
outside finance there are two further important factors affecting respec- 
tively equity and fixed-interest finance: the danger of weakening the existing 
controlling interest and the danger of excessively high gearing. The 
seriousness of the former differs very greatly from case to case. But 
though there are many effective ways of securing control without owning 
51 per cent of the equity, most firms are severely limited in the amount of 
new equity they can issue without weakening the existing controlling 
interest, and most controlling groups are more or less reluctant to weaken 
their position. In consequence, the greater the amount of new equity 
finance required for an investment project, the worse will the terms of 
finance tend to become, if we subsume in “terms of finance” all the 
sacrifices (whether monetary or not) that are involved in obtaining the 
finance. If the amount of equity finance that it is possible or prudent to 
obtain for a project is limited, only a limited amount of fixed-interest 
finance can be accepted without causing a more highly geared capital 
structure. ‘Thus a given firm with a given availability of additional equity 
finance may have to pay a rate of interest that varies directly with the amount 
of its fixed-interest borrowing, to compensate the lenders for the additional 
risk, or to accept terms that are more onerous as to the period of repayment, 
the security required, or the limitations imposed on managerial freedom. 
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The net effect of these different considerations is that the typical firm 
has access to outside finance in a series of tranches, differing from one 
another in the interest rate charged and/or in the other terms (voting rights, 
security, repayment period, etc) imposed by the lender or subscriber. 
These tranches, together with (perhaps) a tranche of internal finance, may 
be conveniently considered as arranged in order of increasing cost, the 
first tranche available to finance an investment project being the one having 
the least burdensome terms of finance, and the last, or marginal, tranche 
the one with the most onerous terms. 


The Role of Monetary Policy 


If this is a fairly realistic description of the way in which a typical firm 
finances an investment project, it follows that a change in monetary policy 
can impinge on the marginal terms relevant to the finance of the project in 
two distinct ways, which in my view correspond respectively to the Rad- 
cliffe Committee’s “interest incentive effect’ and its ‘‘ general liquidity 
effect ”’: 

(1) A rise in interest rates may jack up the terms of finance on every 

tranche of capital required, including the marginal tranche. 

(2) A more limited availability of finance may reduce the size of each 
tranche, so that additional tranches (and therefore more onerous 
ones) have to be taken to meet the total capital cost of the project. 

Let us take by way of a simple example the case of an investment project 
that could appropriately be financed by short-term borrowing: such a 
project would be made less attractive by either or both (1) a rise in short- 
term interest rates, and (2) a curtailment of overdraft facilities such that 
the project could no longer be financed without some recourse to a rela- 
tively expensive “‘ grey market ”, to supplement the limited accommodation 
available from the joint stock banks. 

If I have correctly understood the distinction that the Committee wished 
to draw between the “ interest incentive effect ’’ and the “ general liquidity 
effect ’’, a deflationary monetary policy becomes effective via the latter by 
contracting the size of each or all of the tranches of finance available to a 
firm. In what ways can monetary policy achieve this end? First, a 
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rise in long-term rates, engineered by the authorities, can reduce corre- 
spondingly the money-value of long-term securities, and thus diminish 
pari passu the amount of capital expenditure that the holders of those 
securities could finance by realizing them for cash. Secondly, a rise in 
long-term rates can perhaps also “ lock in”’ the existing portfolios of insti- 
tutional lenders. ‘Thirdly, funding some of the more liquid portion of 
the national debt can reduce the volume of liquid assets in the hands of 
the public. More energetic funding may be impossible, however, unless 
the authorities are prepared to acquiesce in (or even to engineer) a higher 
level of long-term rates (378). Fourthly, restrictions could be imposed to 
limit the growth of the stock of liquid assets (including money) in the hands 
of the public or to impede what Lavington called “ the transport of capital ”’ 
—1.e. to impede the flow of money from holders of liquid assets to would-be 
spenders. 

Admittedly, measures designed to operate via the “ general liquidity 
effect ’’’ are all liable to be associated with some increase in interest rates, 
so that in practice it might often be difficult to dissociate their ‘‘ general 
liquidity effect’ from their “‘ interest incentive effect’’. It is, however, 
possible to imagine circumstances in which the interest effect would be 
relatively insignificant or even (in an extreme case) nil. Thus at times 
when there is a lot of idle money lying about and Bank rate has recently 
been reduced, a large-scale funding operation may be possible with little or 
even no rise in long rates. I think, therefore, that the Radcliffe Committee 
was right in drawing a distinction between the two “ effects ”’ 


What Curbs on Liquidity ? 


The Committee’s attitude to the financial controls that have been tried 
out during and since the war is far from enthusiastic: ‘‘ we cannot recom- 
mend any substantial change in the rules under which the banks operate; 
we do not regard the capital issues control as useful in ordinary times; and 
we believe that there are narrow limits to the usefulness of hire- purchase 
controls ” (514). 

Moreover, the Committee is even more lukewarm about controls of the 
traditional kind, aimed at limiting the expansion of the quantity of liquid 
assets in the hands of the public. ‘This comes as a surprise, for hitherto 
it has usually been considered appropriate for the legislature or the authorities 
to limit the growth of institutions able to increase their indebtedness without 
thereby appreciably reducing the liquidity of their creditors. Historically, 
the first institutions to perform this feat of wizardry were the note-issuing 
banks, whose activities were duly regulated by the Act of 1844. Then it 
was discovered that the deposit banks had in their turn mastered the same 
art, whereupon the authorities endeavoured to ensure that they, too, were 
duly kept under restraint, this time by the discipline of a minimum cash 
ratio or a minimum liquid asset ratio. ‘To-day, however, many other 
institutions have followed the lead of the deposit banks, and a great variety 
of institutions—savings banks, building societies, hire-purchase finance 
houses, local authorities and last, but not least, the Treasury itself—now 
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finance themselves wholly or in part by putting highly liquid assets into 
the hands of the public. 

In these circumstances any attempt by the authorities to control the 
volume of liquid assets by subjecting the joint stock banks alone to discipline 
may amount to little more than squeezing one end of a balloon; the Rad- 
cliffe Committee is so intimidated by this danger that it in effect throws in 
the sponge: 

We have argued . . . that our financial institutions are so highly developed 
and so prone to further development that control of ‘‘ the supply of money ”’ 
—whatever that may be made to mean—is not by itself a reliable policy 
measure, and that the authorities must seek to influence the general liquidity 
situation by operating on rates of interest. Given this approach, regulation 
of the banks is required not because they are “ creators of money”’ but 
because they are the biggest lenders at the shortest . . . end of the range of 
credit markets (504, and see also 395). 
This passage surely means that it is bank lending, rather than the volume 
of bank deposits, that can be the more usefully controlled, since bank 
deposits have many readily available substitutes while bank advances 
(according to this particular passage) have not. Readers of the Report 
may reasonably object, of course, that bank deposits have readily available 
substitutes only so long as controls applied to limit the growth of banks’ 
liabilities are not applied equally to rival institutions such as building 
societies and HP finance houses. But though this objection must pre- 
sumably have been considered by the Committee, it is not answered in 
the Report. 

Only one control operating to limit the stock of liquid assets, namely, 
the present 30 per cent minimum liquid assets ratio accepted by the clearing 
banks, appears to enjoy the approval of the Committee. (The other con- 
ventional ratio, the 8 per cent cash ratio, is not an effective control on the 
clearing banks, which can always get cash in exchange for their other liquid 
assets (147).) Even this control seems to be favoured not for its prima facie 
purpose (to limit the stock of bank deposits in the hands of the public) but 
for its very uncertain effect on bank lending. For when the Committee 
proceeds to consider the possibility of giving the authorities powers to vary 
- the banks’ liquidity requirement at their discretion, it concludes (508) that 
such a variation “ would have to be drastic if it was to influence the banks 
in their lending operations, as opposed to inviting them to make com- 
pensatory adjustments in their portfolios of Government bonds’”’. One is 
therefore led to infer that the Committee deemed it impracticable for the 
authorities to attempt any direct limitation of the volume of liquid assets 
in the hands of the public: hence the only way open to the authorities for 
achieving this end is through national debt operations. 

Given the importance that the Committee attaches to the “ general 
liquidity effect’, one wonders whether it is not unduly defeatist about the 
possibjlity of controlling the quantity of money and near-money. My own 
reaction to the Committee’s analysis is to favour some kind of overall legis- 
lative restraint—at least to the extent of some stand-by provision on the 
following broad lines: Any institution that finances itself to any appreciable 
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extent by putting highly liquid assets into the hands of -the-public: shoutd. 
be required to register with the Bank of England. For this purpose “ highly 
liquid assets’ might. be defined as deposits or readily negotiable IOUs. 
with less than five years’ initial term. The raising of such finance would 
henceforth be a revocable privilege enjoyed at the discretion of the Bank 
of England and subject to any conditions and limitations that ‘the Bank 
might from time to time deem to be in the public interest. In administering 
the regulation, the Bank might have regard to the protection of depositors 
and investors, as well as to the health of the economy as a whole—though 
it might be thought preferable to keep these two considerations separate. 

Such a provision would give the Bank power (which it might in practice 
never need to exercise) to restrain the growth of existing institutions (whether 
banks, building societies, hire-purchase finance houses or local authorities) 
that finance themselves by putting highly liquid assets into the hands of 
the public. Moreover, and probably of more importance in practice, it 
would enable the Bank to exercise a judicious birth control over unwanted 
babies: henceforth it would no longer be possible for any Tom, Dick or 
Harry to join in the game of creating highly liquid assets without even 
informing the Bank and regardless of the effect on the liquidity of the 
economy as a whole. 


Hold Down Short-Term Yields ? 


An alternative to restricting the quantity of mongy and near-money in 
the hands of the public would be for the authorities to hold down the 
yields on such assets, and thereby to make them less attractive in com- 
parison with longer-term assets. This policy is already pursued in an 
extreme form in the case of bank notes and demand deposits, on both of 
which the authorities have managed to engineer a nil yield. It is also 
pursued, though less enthusiastically than during the Labour Party’s post- 
war period ¥! office, in the case of time deposits and of certain other highly 
liquid assets.* 

But though an official policy feomaine low viekde on liquid obligations 
can be (and in many circumstances should be) enforced where such obliga- 
tions are the liabilities of the joint stock banks or of the authorities them- 
selves, enforcement would clearly be much more difficult in the case of 
the liquid liabilities of other institutions. For this reason, if we are suffi- 
ciently impressed by the Radcliffe Committee’s “ general liquidity effect ”’ 
to decide (without, be it said, the encouragement of the Committee itself) 
in favour of official restrictions designed to limit the growth of the public’s 
holding of highly liquid assets, it would probably be preferable to settle for 
a direct restriction on the quantity of such assets, rather than to rely on a 
poling of enitind down their yields. 





* An essential pre-requisite for these arrangements seems to be some element of monopoly 
in the banking system. If there were a hundred Banks of England, instead of only one, 
they would almost certainly compete for our favour by offering interest on their note issues. 
If our joint stock banks were more numerous and the Clearing Bankers’ Committee dis- 
banded, we might well be paid interest on our current accounts and higher interest on our 
deposit accounts. 


33 














oe 
As I See it... 


By SIR OSCAR HOBSON 




















Back to Exhortation 


T is stock-taking time once more. With this issue of The Banker 

I begin my fifth year of these commentaries and the obvious and indis- 

putable thing to say is that both the economic state of the nation and 

the prospects for the coming twelve months are immeasurably better 
than at any of the four previous year-ends. At the end of 1958 one had 
a pretty good notion that the ebb tide of recession was on the turn and that 
the pace of recovery would be fairly rapid—we already had the experience of 
the United States pointing to that conclusion. In fact, the extent of the 
industrial recovery has been fully up to the highest hopes that could 
reasonably have been entertained a year ago. The output of industry is 
probably now running some 8 per cent higher than at the end of 1958. 
Unemployment has fallen back from a little under 3 per cent to around 
2 per cent, which is possibly the ideal level, since it can rank as “‘ full employ- 
ment ”’ without being too provocative of “ cost-push inflation ’’—though 
indeed, we cannot be sure of that yet. And with it all the cost of living has 
remained virtually stable. 

In our external relations, too, the situation looks good. Exports have 
maintained a gently rising trend even though the recovery in the prices of 
raw materials and other imports has been on the average slight. .There 
has been no measurable net deterioration of our “ terms of trade ’’ and the 
balance of payments surplus for the year should turn out quite satisfactorily, 
though it will certainly fall far short of the target of £450 millions which the 
Treasury claims will need to be attained if our export of capital is to come 
anywhere near matching the needs and ambitions of the underdeveloped 
countries. 

And now, what about the prospects for the coming year? On the face of it 
there seems no reason why 1960 should not turn out an even more 
prosperous year than 1959. It seems a safe bet that production will go on 
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rising during the greater part at least of 1960. Indeed, even if there is no 
lengthening of the shortened cycle that has applied since the war, the 
upsweep could well continue into 1961 and even 1962. 

But a tremendous lot seems to hang on the success of the monetary 
authorities in controlling retail prices. If any trace of demand inflation is 
allowed to develop, there is obviously a great danger that cost-push inflation 
will take up the running. As it is, the risks of current demands for increases 
in hourly wage rates having to be conceded in the engineering, shipbuilding 
and transport industries are very considerable. ‘The Chancellor is evidently 
much concerned at this danger. Otherwise he would not be at such pains 
to press industry repeatedly to reduce its selling prices so as at least to 
preserve the hardly-won overall stability. The logic of Mr Heathcoat 
Amory’s resort to the exhortation technique in which his predecessors at 
the Exchequer from Sir Stafford Cripps to Mr Macmillan all indulged is 
plain enough. Even a 2 or 3 per cent rise in the retail index would make 
it impossible to hold down wage rates. Industrial costs would break loose 
again, our export trade would come under severe pressure, our economic 
stability, internal and external, would be placed in jeopardy. 

The case for cutting prices wherever it is reasonably possible to cut 
them is indisputable. But is it to be expected that Mr Amory’s appeals 
will succeed where Sir Stafford Cripps’s, Mr Butler’s and Mr Macmillan’s 
failed? I know of no reason why they should. 

If Mr Amory wants prices down he must use economic forces to get 
them down—or at least to prevent them from going up. He missed one 
chance in his last budget. With his ninepenny reduction of income tax, 
plus his purchase tax cuts, he fed too much additional demand into the 
system to permit prices to fall. He should have been content with sixpence 
off income tax and smaller cuts in purchase tax. The shadow of a coming 
election swayed his judgment, just as it swayed Mr Butler’s in 1955. 


Odds on 5 per cent 


It is no use crying over spilled milk. The problem of controlling the 
upswing of the trade cycle would have been a little less pressing if Mr Amory 
had given away less in his budget. But the authorities can rarely be inactive 
for long. The question that now presents itself is—how soon will control 
action be desirable and what form should action take ? 

As to “ how soon ?”’, it is well to remember that hitherto it has always 
been a matter of ‘‘ too little and too late”. That mistake ought at all costs 
to be avoided this time. Yet the temptations and the pressures that led to 
the mistake being so often repeated in the past, are still with us. In one 
quarter the authorities are being told: ‘‘ Certainly you must act as soon as 
inflation rears its head again. But, of course, so long as commodity prices 
remain stable there can be no question of inflation”. -Shades of 19239, 
when the problem of perpetual boom-cum-stable-price-level was almost 
everywhefe proclaimed to have been solved ! From other quarters the 
authorities are told: ‘‘ Of course, it is quite unnecessary to do anything to 
check an outflow of foreign funds due to the pull of higher short-term 
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interest rates abroad”’. That, too, is far from being a rule of universal 
applicability. The fact of the matter is that the golden rule for monetary 
authorities is that there are no golden rules. Their job is to form the best 
judgment they can of all known, relevant facts, physical and psychological, 
and to act fearlessly when they conclude that action is needed. | 

And what sort of action is it likely that they will feel called upon to take 
in the coming weeks or months? Well, pace Radcliffe, I would say that 
of all possibilities the Bank rate is still first and the rest comparatively 
speaking nowhere—apart, of course, from fiscal policy, which was outside 
the Radcliffe terms of reference but must nowadays be reckoned to run in 
harness with the Bank rate. If I had to bet on it, I would lay odds on the 
Bank rate rising to 5 per cent in the first half of 1960. 


Fixing the Bank Rate 


Now I turn to a completely different aspect of the Bank rate question: from 
the pros and cons to the ways and means of raising it—or lowering it. 

It is without doubt a good thing that the problem of the constitutional 
relationship between the Bank of England and the Treasury, raised by the 
Parker Tribunal two years ago and mulled over by the Radcliffe Committee, 
should be settled without delay. Yet I must say that I do not feel very 
happy about the terms of the settlement. They seem to betray a kind of 
untidy indecisiveness which is not inaptly illustrated by the language of 
the new form of Bank rate announcement: 

“The Bank of England have to-day decided with the approval of the 
Chancellor of the Exchequer, that there shall be no alteration in the rate 
of discount this day”’ (my italics). 

The draughtsman of this formula seems to have been uncertain whether to at- 
tune his terminology to the twentieth or the eighteenth century. In any case 
the statement that the Bank has “ to-day decided’ that the Bank rate should 
remain unchanged is of questionable veracity. In the House of Commons 
debate on the Radcliffe Report the Chancellor of the Exchequer explained 
the new procedure for fixing the Bank rate that had been decided on. He 
said that the rate would be settled by him and the Governor and that if 
a change was contemplated the Governor would write to him on the day 
before it was to come into effect recommending it and that he would reply 
in writing on the same day approving it. The “ final decision ’’ would 
then be taken “‘ in the name of the Bank and would be announced forthwith 
in the usual way’. This does not mean that the Court of Directors will 
at their meeting, normally on a Thursday morning, pass a formal resolution 
approving the Bank rate change agreed upon on the Wednesday by the 
Chancellor and the Governor. The “ final decision ”’ will require no “ rubber 
stamping ” by the Court. For the Court has divested itself of any power to 
decide changes in the Bank rate and has delegated to the Governor authority 
to settle these with the Chancellor. The Governor will merely “ report ”’ 
to the Court the action taken under the standing authority. Even when no 
change is intended the Governor will “ report to the Court at its normal 
weekly meetings that no further change is to be made and that decision will 
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be announced forthwith in the same manner as when a change is made ”’. 

This makes it perfectly plain that in the context of the Bank rate a 
decision of the Bank no longer means a decision of the Court of Directors 

or of their main executive committee, the Committee of Treasury. It 
means a decision of the Governor taken with the approval of the Chancellor. 
And the announcement made on a Thursday morning that the Bank of 
England have “to-day decided . . .”’ should really read: “The Governor 
of the Bank of England yesterday decided . . .”’. 

Now it may be held that a lot of what I have said above is mere quibbling. 
Perhaps it is. Yet it seems to me that in his anxiety not to fall for the 
Radcliffe recommendation that Bank rate changes should be “a decision of 
the Chancellor announced as such’, Mr Amory has put himself in a rather 
equivocal position. There ought, he said, to be “ general knowledge here 
and throughout the world that the change was not only approved by the 
Chancellor but advocated by the Bank of England”. Quite so, but it 
would have been more straightforward if Mr Amory had said “‘ advocated 
by the Governor of the Bank of England”. For the fact is that the 
directors of the Bank, other than the Governor and Deputy Governor, 
have been as completely shorn of responsibility for Bank rate decisions as 
they would have been had the Radcliffe proposals been adopted. Perhaps, 
even more so. Under Radcliffe the two directors of the Bank who were 
to serve with the Governor and Deputy Governor on the proposed Joint 
Standing Advisory Committee would, presumably, have been privy to all 
Bank rate discussions. The Chancellor has, quite rightly, rejected this 
Committee as a useless and unnecessary additional piece of machinery. 
But under his new dispensation not one of the directors, executive or part- 
time, is to be taken fully into the confidence of the Governors—is fully to 
share their thoughts—on matters of Bank rate policy. 

The Chancellor said in his speech that he “‘ agreed wholeheartedly with 
the view ”’ that the part-time directors of the Bank should be not merely 
consultants but full members of the Court. Then he went on to lay down 
that in forming the view of the Bank about Bank rate the Governor would 
be free to have discussions with the Committee of Treasury and with other 
part-time directors but that he would not “ put specific proposals before 
the Committee of Treasury or before the Court’. The object evidently is 
to make sure that there shall be no leakage of the Governor’s intentions 
or of the drift of any consultations he may have had with the Chancellor. 
The cloud of suspicion created by the unfortunate episode of September, 
1957, has, despite all protestations, not been entirely dispersed. 

From this one must surely conclude that whenever in future the Governor 
wishes to seek the advice of his directors on the Bank rate he must be 
careful not to mention a date ora figure. It seems to me almost unbelievable 
that this sort of reserve could be imposed as an act of deliberate and 
expressed policy on the relations between the Governors and the other 
directors.. The clear consequence of the whole new dispensation is that 
the authority and responsibility of the Court of Directors of the Bank are 
diminished. ‘The Chancellor may protest his fervent acceptance of the 
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view that the part-time directors must be treated not as mere consultants 
but as full members of the Court. But it is of a Court which is shorn of real 
power. Is it outrageous to suggest, then, that there is just a grain of humbug 
about such protestations ? 

While the power of the Court has decreased, that of the Governor has 
been correspondingly increased by the delegation of authority which, though 
in theory revocable, can surely never be reversed in practice. It will cer- 
tainly be much greater than it would have been if the Radcliffe Committee’s 
plan for the establishment of the joint advisory committee, with its six-to-four 
weighting of the Departments against the Bank, had come into existence. 

Nevertheless, it now seems hopeless to look for the preservation of any 
real measure of independence on the part of the Bank. 

It was interesting to read that almost simultaneously with the Chan- 
cellor’s announcement of the pruning of the powers of the Bank of England 
directors the central banking committee of the state-owned German Bundes- 
bank was adopting a resolution warning the Government and the local 
authorities of the consequences of their present practice of continually 
raising their expenditure without increasing their revenue and of relying on 
the capital market to supply the balance of funds needed. 

I for one would have been glad if. the Bank of England could have 
retained, even after nationalization, enough rugged independence to speak 
thus frankly to its owners if it saw fit. I see little chance of that now. 





An Artist's Sketchbook: No. 70 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial, Guildford 


LTHOUGH only thirty miles from London, Guildford still retains its 
PA coon town flavour. The High Street, as Dickens said, is one of 

the finest in the kingdom. It follows the face of the North Downs 
and contains many fine buildings of architectural and historical interest. 
Probably the best known is the Guildhall, which dates from 1683 and is a 
characteristic example of late seventeenth century country-town archi- 
tecture. Its projecting clock with its elaborate ironwork is a well-known 
feature of the town. Also in the High Street are the Abbot’s Hospital, 
which has remained unaltered since its foundation, the Royal Grammar 
School and many excellent eighteenth and seventeenth century buildings. 
Unfortunately the ground floors of some of these have been converted into 
shops; the fine work therefore is now confined to the upper storeys. Two 
of the banks in the High Street—Lloyds and National Provincial—have 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


been carefully adapted in order to retain as much as possible of their 
Georgian work. The National Provincial, which is the subject of this month’s 
sketchbook, is especially interesting: it must be one of the few banks, if 
not the only one, to display an inn sign outside its premises. This is a 
large crown, the inn sign when the building was the Crown Inn patronized 
by Charles Dickens. As will be seen from the drawing, the ground floor 
with its interesting treatment of Classical motifs marries very happily with 
the eighteenth century brickwork above. 
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New Zealand Returns 
to Inflation 


By J. W. ROWE 


WELLINGTON, early December 


WENTY-ONE months ago, in the issue of The Banker for April, 

1958, I argued that. 1958 would be a difficult year for New Zealand 

because of adverse terms of trade and continued internal inflation. 

In fact, the year proved less difficult than expected owing to the 
surprisingly large sum that the Government was able to borrow overseas, 
the recovery in export prices and the deflationary fiscal policies initiated in 
the middle of 1958. The overall result was a much larger supply of 
imports than seemed possible at the beginning of the year and such a 
reduction in internal demand that inflationary pressures were virtually 
eliminated. Real income, of course, fell but full employment was main- 
tained and no significant shortages of goods developed. In fact, many 
stocks were built up in spite of import restrictions. 

The unusual internal stability of the second half of 1958 continued in 
the first half of this year: the labour market remained in near balance, 
prices were reJatively steady and imports running at low levels even in 
comparison with allocations. The reduced demand for labour was 
especially noteworthy. 

The balance of the labour market is the key to most internal policy 
decisions in New Zealand. Neither political party dares, or thinks it dares, 
do anything that might threaten full employment, which in New Zealand 
means over-full employment. Thus at one stage in~1959, when unem- 
ployment reached .1,600, the Government undertook extra public works 
in particular: localities to prevent the number increasing further. (The 
rise was largely seasonal in any case.) Even this policy was an improve- 
mént; normally one might have expected wholesale tax concessions to. —_ 
up overall demand. 

In general the Labour Government has pursued senncnenssiliion nelicias 
during its first two years of office in controlling inflation, but it has signally 
failed to arrest the continued rise in Government expenditure—particularly 
on social services.. This is not really surprising; most people like. the 
Welfare State rather more than they dislike paying for it, or at least they 
do not see the connection between taxes and benefits clearly enough. : ‘The 
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table below shows clearly the marked upward trend in welfare expenditure; 
against this background there should be no question of major tax con- 
cessions—but there is, of course, and the Government has given way to a 
considerable extent. In the year to March 31, 1959, a substantial surplus 
was achieved in the public accounts, but it was almost entirely due to over- 
seas borrowing.* In the present financial year, income tax was reduced 
at the beginning of October and sales tax early in November. In addition 
both internal and overseas borrowing will be less than in the previous year 
so that an overall deficit is certain in spite of the fact that higher money 
incomes will put more people into the higher tax brackets. Further reduc- 
tions of income tax take effect at the beginning of April, and, since 1960 
is election year, the next budget is bound to contain yet more. The deficit 
in 1960-61 is likely, therefore, to be of major dimensions. 

Current Government policy is thus inflationary—and about to become 
more so. ‘This is particularly unfortunate since farm incomes have recently 
increased substantially, thanks to the dramatic recovery of wool prices. 
In addition the Court of Arbitration in September increased award wages 


NEW ZEALAND GOVERNMENT WELFARE EXPENDITURE 
(£ millions) 
1954-55 1955-56 1956-57 1957-58 1958-59 1959-60+ 
Non-monetary benefits 38 44 47 51 55 62 








Monetary benefits and pensions * 61 64 66 70 80 98. 
Total welfare expenditure HA 99 108 as 135 160 








Percentage of national income... 12 13 13 13 14 15 
; + Estimated. 


by about 5 per cent. The improved state of business and the absence of 
any active monetary policy. have meant that this increase has been largely 
passed on in money wages. (Since the majority of workers receive wages 
considerably in excess of award rates, there was no necessity for the increase 
to be passed on.) ‘Thus at the end of 1959 New Zealand is once again in 
its “‘ normal ”’ state of having both demand-pull and cost-push inflation at 
the same time. Whatever one’s theory of inflation, the cause of New 
Zealand’s post-war inflation has never been in doubt—excess demand has 
generally been. sufficient to allow the full operation of the wage-price spiral, 
possibly assisted’ by the nature of ‘the general wage order system, which, 
by applying increases in the basic minimum wage to all industries registered 
with the Court of Arbitration, ensures that any employer whe might wish 
to hold down wages is prevented from doing so. 

The change’ from near balance in goods and factor markets to excess 
demand has come about quite suddenly, although a number of factors have 
contributed. -Higher. Government .expenditure:.in* the“ current financial 





* The “ public accounts ”’ of the New Zéaland Government cover a far wider field than 
the budget accounts as understood in Britain and most other countries. They include, 
in addition to all.the usual current and capital items, Government : borrowings (including 
most borrowings from overseas). In considering the implications of budgetary policy ‘in 


New Zealand, it is'‘customary to tefer'to the averall surplus or deficit 1 in! the public ‘accounts 


so defined—which, in fact, mirrors the change in the Government’s cash balances at the 


Reserve Bank and the change: in -the:-Reserve Bank’s holding :of:’'Freasury;-bills“-EDITOR: - 
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year, the decline in imports which became marked early in 1959, the gradual 
recovery of wool prices and pastoral farmers’ incomes, and the general 
revival of optimism associated with rising export prices (butter, cheese and 
wool) have all played a part. Whatever the precise cause, the economy 
clearly underwent a change around the middle of 1959 and the new trend 
is steadily gathering momentum. The first result of increasing retail 
turnover is likely to be a rapid depletion of stocks of finished goods, which 
hitherto have been adequate in most lines. ‘The demand for imports may 
therefore rise sharply, as may the demand for bank accommodation to 
finance both the greater volume of imports and the greater volume of 
domestic turnover. 

The import licensing schedule for 1960 provides for considerably more 
imports, but it is impossible to say exactly how much more. The value of 
licences that may be issued is probably about £20 millions greater than the 
value authorized for 1959 (i.e. about 10 per cent more), but by no means 
all the licences issued in 1959 have been taken up, so that perhaps a 30-40 
per cent increase in actual imports might be possible. Since the level of 
net overseas assets is now around {£90 millions compared with £50 millions 
a year ago, further relaxation may be expected in 1960. In fact, the 
Government has hinted as much. As the only deflationary factor operating 
in 1960 will be a greater volume of imports, the Government will undoubtedly 
allow as many goods into the country as possible. 

The 1960 import licensing schedule broke new ground in a number of 
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ways. It made explicit provision for new importers, thus partially removing 
one of the main objections to import controls—that they tend to entrench 
existing firms. It also virtually eliminated discrimination according to 
country of origin. A number of items have been exempted from control 
altogether, but as they are all basic raw materials this does not, therefore, 
alter the system fundamentally. More important is the arrangement 
whereby importers may spread their licences over a group of related goods 
instead of being tied to particular tariff items. This has been done— 
notably with radio parts—in order to encourage greater domestic manu- 
facture of components. Token licences have been authorized for goods 
completely excluded in 1959, thus reverting to earlier practice. 


Retreat to Controls ? 


These innovations are most welcome; they should make the system more 
flexible, but it remains an open question whether import controls are 
necessary at all. Responsible fiscal policy is, of course, the key. Remove 
excess demand in the economy and imports should not be excessive. The 
country was blessed with responsible policies in 1958-59. ‘To-day, how- 
ever, fiscal policy appears to be dictated more by the desire to stay in office 
than by economic statesmanship, so perhaps import controls will prove 
necessary in 1960 to prevent another balance of payments crisis. 

This brings us to the most important issue for New Zealand in the 
coming year—the outlook for exports. These account for roughly 30 per 
cent of national income and are therefore of crucial significance. At the 
moment wool prices are around 48-50 pence a pound (greasy), compared 
with the 1958-59 average of 36 pence a pound, butter is selling at £410 
per ton in London and cheese for £300 per ton, compared with £215 per 
ton and £130 per ton respectively at the lowest point in the 1958-59 season. 
Beef prices are being well maintained, but lamb prices have slumped from 
about 27 pence a pound at the end of 1958 to about 17 pence a pound. 
Mutton prices have shown a similar fall. On balance, export income in 
1959-60 (allowing for some volume increase) will probably be 20 per cent 
higher than in 1958-59. What of the next year ? 

The prediction of primary produce prices is notoriously hazardous, but 
a reasonable view would be that wool prices are likely to hold or recede 
only slightly, whereas sharp falls in butter and cheese prices must be 
expected in 1960. Beef appears safe for another year, but lamb and mutton 
prices seem certain to slump still further as New Zealand endeavours to 
market another million carcasses in Britain. Export prices in 1960 thus 
appear likely to decline, probably at just the time when demand for imports 
is reaching a peak—hence the view that import controls will prove necessary 
in the coming year. 

The corollary to restricting imports in the face of strong internal demand 
is, of course, still more domestic inflation. New Zealand is an unstable 
economy, but its instability is not entirely due to its dependence on 
overseas trade. A large part of the blame must attach to irresponsible 
political policies. 
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Banks and Businessmen 
in the Courts 


A YEAR’S LEGAL DECISIONS 
By A SPECIAL CORRESPONDENT 


VERY year as it passes produces its own harvest of cases of interest 
to businessmen, a harvest much fuller than can conceivably be 
reviewed in a single article. Last year’s cases are here treated on 
the lines adopted in previous articles in this series, to the exclusion, 
perforce, of such topics as the rating of charitable and educational insti- 
tutions, although the London Library case was but one of a number that 
have impinged on the extra-mural interests of a great many readers of 
The Banker; to the exclusion also of the several decisions of the Restrictive 
Practices Court (and the first decision on appeal from one of its findings) 
from which it is now apparent.that it is no easy matter to bring agree- 
ments within the escape clauses of the Act. Excluded, too, must be such 
striking decisions as that which established copyright in the list of football 
fixtures, and such “‘ personal ’”’ business cases as Lord Keyes’s libel action, 
despite its intrinsic interest and the damages awarded—headlined in The 
Times Jaw report as ‘‘ largest damages within living memory ”’. : 
The law of banking, with which this review usually begins, had a remark- 
ably quiet year, bankers perhaps being busier than usual elsewhere. There 
were, however, two noteworthy cases on the fringe of banking. In Adams 
v National Bank of Greece and Athens, SA [1959] 2 All ER 362, the last 
round of the struggle between the 1927 bondholders and the Greek Govern- 
ment, the Court of Appeal held that the bondholders had no recourse 
against the National Bank now that the Greek Government, following on 
the earlier decision of the House of Lords, had passed a new law absolving 
it from liability. The Court thus reversed the decision of Diplock, J, 
with which last year’s article concluded.. And in Contract & Trading Co 
(Southern) Lid v Barbey, The Times, December 1, 1959, the House of 
Lords decided that the Swiss holders in due course of bills of exchange 
accepted by the appellants were entitled to their remedies in the English 
courts—although Treasury consent to the payment of the debt under the 
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Exchange Control Act, 1947, had not been given. Lord Goddard remarked 
that the Act did not provide a moratorium for debtors but only controlled 
the 1mmediate destination of the payments they made. 

A third near-banking case brings us into the vast field of taxation law. 
Thomson v Moyse was the subject of a note in the October, 1958, issue of 
The Banker; last year—{1959] 1 All ER 660—the Court of Appeal by a 
majority affirmed the decision of Wynn-Parry, J, that income received in 
the United States by a taxpayer domiciled there does not become taxable 
in the United Kingdom, where the taxpayer is resident, merely because the 
taxpayer draws cheques upon his account in the United States and sells 
them to his English banker. Doubtless this loophole will be closed in due 
course aS so many others have been in the past. 

There has, of course, been a riumber of other interesting tax decisions. 
In Hinton v Maden ©& Ireland [1959] 3 All ER 356, for instance, where a 
firm of shoe manufacturers had been permitted to charge expenditure on 
new knives and lasts to capital, deducting it against profits over the suc- 
ceeding six accounts, the House of Lords held by a majority that they were 
entitled in addition to an investment allowance under the Finance Act, 
1954. In two Scottish cases, JRC v Wm Sharp & Son [1959] TR 21 
and IRC v Cota [1959] TR 15, the perennial problem, what is capital and 
what is income, has been further considered. In the first the respondents 
paid £600 to cancel the unexpired term of a contract for the supply of 
electricity to a quarry that was now going out of use, and sought to deduct 
it in computing their profits; in the second a petrol company paid a garage 
proprietor £1,100 for improving his garage, which would then be “ tied ”’ 
for a period of years. Both payments were held to be of a capital nature, 
so that in the first the Crown, and in the second the taxpayer, won. The 
taxpayer won also in [RC v Hinchy [1959] 2 All ER 512 where the Court 
of Appeal held that the penalty under the Income Tax Act, 1952, for making 
an incorrect return—‘ £20 and treble the tax which he ought to be charged 
under this Act ’—calls for a trebling of the amount of the underpayment, 
not of the whole sum payable. And the taxpayer triumphed yet again in 
Hochstrasser v Mayes, The Times, December 1, 1959, which presumably 
marked the end of the Crown’s long struggle to tax under Schedule E 
sums of money paid to employees in respect of the loss on realization of 
their houses following a transfer on their employers’ business: the House 
of Lords rejected the Crown’s appeal against the Court of Appeal’s finding 
for the taxpayer (noted in last year’s article under the name Jennings v 
Kinder). Lord Denning remarked that “‘ tried by the touchstone of common 
sense—which is perhaps rather a rash test to take in a revenue matter— 
[I regard] this as a plain case’. 


Company Law 


By way of two more tax cases we may turn towards company law. 
Unit Construction Co Ltd v Bullock, reported in The Times of December 1, 
1959, turned on the question where three African companies were resident, 
the Crown contending that a company’s residence is where its control ought, 
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by its constitution, to be exercised (in the present case Kenya), not where in 
fact, despite its constitution, it is really exercised (in the present case the 
United Kingdom). The House of Lords unanimously held to the contrary: 
a company is resident where in fact it is controlled. Viscount Simonds 
pointed out that although the other view would have benefited the Revenue 
in the present case, it would open the door to widespread evasion in other 
circumstances. (This decision reversed those in the courts below, the 
first of which was noted in last year’s article.) The question in Barclays 
Bank Ltd v IRC [1959] 3 All ER 140 was whether for estate duty purposes 
the first named of trustees holding a majority of shares in the company had 
control of the company under section 55 of the Finance Act, 1940. Danck- 
werts, J, had held that he did not; the Court of Appeal reversed this judg- 
ment, on the grounds that although as trustee the first named could properly 
vote only as his co-trustees agreed, the company would accept his vote 
without reference to the other trustees. With respect, it may be suggested 
that this seems an unfortunately legalistic view: it means, among other 
things, that in such circumstances a company can have two controllers, the 
trustee and the beneficiary. 

In company law the year’s most notable decision was probably that in 
Lyle & Scott Ltd v Scotts Trustees [1959] 2 All ER 661, which was com- 
mented upon in a recent article in The Banker.* Another case of some 
importance was Akerhieln v De Mare [1959] 3 WLR 108, in which the 
Judicial Committee of the Privy Council, on an appeal from Kenya, had to 
consider whether a misrepresentation in the promotion of a company was 
fraudulent. ‘The Committee took the view that honest belief that a repre- 
sentation is true, even though the meaning in the mind of the accused 
is not that which a reasonable man would ascribe to the words in question, 
is a good defence against fraud, unless the meaning ascribed to the words 
is so far removed from reason as to make it impossible to credit that it 
could be honestly believed in. In other words, stupidity need not neces- 
sarily be fraudulent. And on a less dramatic plane, Barry, J, had to 
consider a director’s remuneration in Nelberg v Woking Shipping Co [1958] 
2 Lloyds Reports 560, where the plaintiff director claimed remunera- 
tion for work done on behalf of the company. He based his claim on an 
article of the company providing for payment to a director called upon to 
perform extra services; but the judge held that as the plaintiff had not 
been called upon by resolution his claim did not come within the article. 

These company law cases all involve special aspects of the law of contract, 
which indeed underlies a very wide range of legal topics: shipping law, the 
sale of goods, employment, banking itself—all these are very largely con- 
cerned with contract in its multifarious forms. Of these various com- 
mercial topics sale of goods is the widest in its spread, taking in at one 
extreme the sale of a bottle of tonic over the counter and at the other the 
sale of commodities in bulk across the world. 

Bottles over the counter figured prominently in Beecham Foods v North 





* ‘“‘ Take-over Bids and the Law”, by D. G. Rice, The Banker, October, 1959. 
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Supplies (Edmonton) [1959] 2 All ER 336, in which the plaintiffs sought 
(under the Restrictive Trades Practices Act, 1956) to restrain the defendants 
from selling Lucozade at less than the fixed price of 2s 9d a bottle. Their 
action failed, Vaisey, J, holding that as 3d of that price was a deposit on 
the bottle, which in law was therefore merely lent or hired to the pur- 
chaser, the defendants had done no wrong in retailing at 2s 7d. Oddly 
enough, it does not appear from the judgment whether in fact only one penny 
was returned on the bottles, but the judge regarded the 2s 7d as repre- 
senting 2s 6d plus a penny deposit. (A marginal footnote to this case is 
provided by Chappell & Co Ltd v Nestlé Co Ltd [1959] 2 All ER 701, where 
the plaintiffs successfully sought under the Copyright Act, 1956, to prevent 
the defendants offering for 1s 6d plus three chocolate wrappers a gramophone 
record of a song in which the plaintiffs had the copyright.) 

The wider coverage of the heading “ sale of goods ”’ is seen in such quite 
different cases as Kelly v Lombard Banking Co Ltd [1958] 3 All ER 713 
and E. Braude (London) v Porter [1959] 2 Lloyds Reports 161. In the first 
case the deposit on the hire purchase of a car was expressed to be in con- 
sideration for the option to buy on the completion of payments. The 
plaintiff failed in his payments, the car was taken back by the finance com- 
pany and the plaintiff then claimed return of the deposit. The Court of 
Appeal rejected his claim on the ground that he had in fact been given his 
(conditional) option immediately on payment of the deposit, and had for- 
feited it by his failure to maintain the instalments. In the second case the 
defendant had agreed to sell scrap to the plaintiffs, and the latter had reserved 
shipping space for 300 tons. The defendant delivered substantially short, 
and Salmon, J, held that he must pay the plaintiffs the £415 they had had 
to pay the shipowner for deadweight. 


Ships—and Workmen’s Compensation 


Contract leads us to ships also in such cases as T'sakiroglou & Co Ltd 
v Noblee Thorl GmbH [1959] 1 All ER 45 and the even more formidably 
named Gaon & Co v Société Interprofessionelle des Oleagineux Fludes 
Alimentaires [1959] 2 All ER 693. In both the question was whether c.i.f. 
contracts for goods to be shipped via the Suez Canal were frustrated by 
the closing of the Canal; whether, in fact, use of the alternative and more 
expensive route via the Cape would have made the ventures radically 
different from those originally contracted for. In these two cases Dip- 
lock, J, and Ashworth, J, respectively held that the contracts were not 
frustrated, differing in this from a 1958 decision by McNair, J. It is 
understood that appeals have been lodged in both cases. 

A shipping case of some general importance was Compagnie Algérienne de 
Meunerie v Katana: Societa di Navigatione Maritttima SPA [1959] 1 All 
ER 272 in which a ship was chartered to load grain in Syria. The ship 
had previously called at a port in Israel, and Syrian law therefore required 
certain exemption procedures before permission to load could be given. 
The charterer knew nothing of this. Diplock, J, held that there was an 
implied warranty by the shipowners that they would obtain permission to 
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load in a reasonable time; in fact they had used all diligence to do so, and 
the contract was frustrated by a Syrian ban on such exports imposed before 
the permission was obtained, and not by any breach of warranty by the 
shipowners. ‘The wider significance of the case is in the implied warranty: 
it is a most important principle in contract that both parties must use all 
reasonable diligence in the execution of their agreements. 

It may perhaps be remarked, as we come back to the purely domestic in 
a group of accident cases, that the colourful naming of shipping cases, 
which sees both parties to many cases bearing foreign names, is a significant 
and seldom remarked indicator of the continuing influence of this country 
in international trade; the Law Courts as well as the City play an important 
part in the organization of world commerce. 

In the very wide field of compensation for accidents at work three of the 
cases mentioned in last year’s article went to appeal in 1959. In Davie v 
New Merton Board Mills Ltd [1959] 1 All ER 346 the House of Lords 
affirmed the decision of the Court of Appeal and in Baker v T. E. Hopkins 
and Son Ltd [1959] 3 All ER 225 the Court of Appeal affirmed the decision 
of Barry, J. In Qualcast (Wolverhampton) Ltd v Haynes [1959] 2 All ER 38, 
however, the House of Lords reversed the Court of Appeal, holding that 
on the facts of the case the employers, having provided protective clothing, 
were not negligent merely because they had not pressed the workman 
to use it. 

Two interesting new decisions in the same group were Ginty v Belmont 
Building Supplies Ltd [1959] 1 All ER 414 and Napieralski v Curtis (Con- 
tractors) Ltd [1959] 2 All ER 426. In the first Pearson, J, held that while 
regulations under the Factories Act, 1937, obliged the employer to provide 
duckboards, the failure of the workman to use those boards when provided 
was itself a breach of section 119 of the Act, and he could not therefore 
recover damages. In the second case a workman stayed on after hours 
with the permission of his employers to do private work. Havers, J, held 
that he was not entitled to recover damages for his injury although it resulted 
from a saw that was not properly fenced. Even more interesting, perhaps, 
was the decision of the Court of Appeal in Green v Russell [1959] 2 All 
ER 525: the proceeds of an accident insurance policy made by the employers 
were paid to the mother of a workman killed at work, but it was held that 
this sum could not be deducted from the damages payable to her under the 
Fatal Accidents Act, even though she, as a third party, could not have sued 
for the insurance payment. 

After so brisk a survey of so small a selection of businessmen’s cases 
this article may be allowed to end, as it began, with law not properly within 
our brief but yet of very general interest. In Ackroyd & Sons v Hasan 
[1959] 2 All ER 370, Winn, J, held that an estate agent’s entitlement to 
commission on introducing a person “‘ prepared to enter into a contract ” 
means no more than entitlement if that person does enter into the contract. 
We are back with contract, but estate agents’ contracts are a story in them- 
selves, and even this latest case (in which an appeal has been lodged) 

probably does not end it. 
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Y the middle of December, 
B= of the doubts and anxi- 

eties concerning labour rela- 
tions in the months ahead seemed to 
have been banished. They were dis- 
pelled mainly by the growing evidence 
of the large volume of unsatisfied 
demand as steel production got quickly 
into stride again. There may have been 
some measure of reassurance in Presi- 
dent Eisenhower’s warning to the steel 
industry (and the unions) that the 
Government could not possibly stand 
by and watch a further prolonged and 
damaging dispute, even though its 
intervention might bring the ‘‘ abandon- 
ment of honest, free, collective bar- 
gaining on a sad day for the United 
States’’. Certainly, the widespread 
public concern over the steel stoppage 
could be taken to presage some legis- 
lative measures in the event of a new 
emergency. Indeed, Mr Adlai Steven- 
son, the Democratic candidate for the 
Presidency in 1952 and 1956, declared 
that he would ‘‘ welcome a new labour 
law that would recognize the public 
welfare and give the President far 
greater powers than under the Taft- 
Hartley Act ’’ whenever “ essential in- 
dustries like steel’? were threatened. 


Boom Time Ahead 


Labour troubles apart, industry is 
certainly anticipating a new year boom 
in activity. It is expected that gross 
national product, powered by a new 
surge in consumer spending, will soar 
well above the $500,000 millions mark 
in 1960. Industrial production, which 
by November had declined only mod- 
estly to 147 (based on 1947-49) from 
the midsummer peak of 155, is ex- 
pected to average something near 160 
for 1960 as a whole and to go well 


above this as soon as production ceases 
to be hampered by shortages of steel 
products. ‘These forecasts have been 
reinforced by the Commerce Depart- 
ment’s prediction that, while residential 
building will decline, total outlays on 
construction will rise by about 2 per 
cent in 1960 to $55,300 millions and 
will there become a “ sustaining ”’ 
rather than an “ expansive force’’ in 
the economy. 


Investment Plans Raised 


Capital expenditures on plant and 
machinery, too, are still rising. Some 
of these were postponed by the steel 
strike and will now be superimposed 
on schedules existing for the January- 
March quarter. The official forecast 
(by Commerce Department and SEC) 
is that the annual rate of $34,000 mii- 
lions achieved in the fourth quarter of 
1959 will be topped early in 1960; 
some unofficial estimates suggest a level 
as high as $37,000 millions for the 
entire year, compared with $32,600 
millions in 1959. 

Consumer spending, again, is ex- 
pected to remain high. Figures for the 
first ten months of 1959 show an in- 
crease of $4,600 millions in instalment 
credit and a peak for personal instal- 
ment loans. In addition, total demand 
on resources is likely to be reinforced 
by the desire to rebuild business inven- 
tories, which, following their run-down 
in the third quarter of last year, look 
decidedly low in relation to current 
turnover. 

In these buoyant circumstances the 
Federal Reserve System has played its 
predictable rdle. Its grip on the com- 
mercial banks has been maintained, 
with net borrowing from the System 
hovering obstinately around $500 
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millions. Additional reserves were pro- 
vided early last month by the decision 
to implement recent legislation and 
permit the banks to include a propor- 
tion of vault cash in their reserve 
balances. ‘This move, however, was 
essentially technical; it will be repeated 
on suitable occasions until all vault cash 
s ‘freed ”’ for inclusion in reserves. 
This timely dispensation enabled the 
Federal Reserve Board to ease seasonal 
pressures without recourse to still larger 
open-market operations—which might 
have been misconstrued as at least a 
mild retreat from the policy of “‘-re- 
straint ’’ that persisted throughout the 
steel stoppage. The failure to raise the 


official discount rate from 4 per cent 
early in December when the three 
months’ Treasury bill rate reached a 
peak 4.6 per cent, might also have 
been interpreted as pointing towards 
relaxation. The Fed’s discount rate, 
however, is not a penal rate in the way 
that Britain’s Bank rate is. It is thus 
possible for market rates to stand above 
the official rate since the rediscounting 
of bills at the Fed, which this differential 
would seem to encourage, is a privilege 
that could easily be revoked, not a 
right. The main reason for “no 
change’ last month was probably the 
imminence of large refunding and cash 
financing operations early in 1960. 


American Economic Indicators 








1958 1959 
1956 1957 1958 
Dec Sept Oct Nov 
Production and Business: 

*Industrial production (1947-49 = 100) 143 143 134 142 149 147 = = 148 

*Gross private investment (billion $). . 65.9 64.4 544 — 67.0 — = 

*New plant and equipment — $).. 35.1 37.0 305 — — — 34.0 

*Construction (billion $) a 46.1 47.3 49.0 53.7 53.1 51.8 50.8 
Housing starts (000 units) 93.2 86.8 100.8 91.0 120.3 105.1 92.3 

*Business sales (billion $) 54.8 56.3 54.0 57.4 60.1 59.7 — 

*Business stocks (billion $) 89.1 90.7 85.2 85.2 89.2 88.7 — 
Merchandise exports (million $) 1,591 1,738 1,448 1,514 1,479 1,476 1,475 
Merchandise imports (million $) 1,051 1,082 1,069 1, 253 1,392 1,205 — 

Employment and Wages: 

*Non-farm employment (million) 51.9 52.2 50.5 50.8 52.2 52.0 52.1 
Unemployment (000s ,822 2,936 4,681 4,108 3,230 3,272 3,670 
Unemployment as % labour force 4.2 43 638 68 46 47 Ba 
Hourly earnings (mfg) ($) 1.98 ya } > ie ee & - a ie 
Weekly earnings (mfg) ($) 79.99 82.39 83.71 88.26 89.47 89.06 88.98 

Prices: 
Moody commodity (1931 = 100) (ix — ot 2. a 2 a 
Farm products (1947-49 = 100) a 88.4 90.9 94.9 90.7 88.9 86.5 85.4 
Industrial (1947-49 = 100) -. 112.2 125.6 426.0 127.2 128.4 128.4 128.5 
Consumers’ index (1947-49 = 100) + 8162 4202 82805 t2e.7 t2ae tao Uc — 

Credit and Finance: 
Bank loans (billion $) . 90.3 93.9 98.0 98.0 107.8 108.2 109.5 
Bank investments (billion $). 74.8 76.2 86.6 86.6 80.0 80.2 78.7 
Bank loans (partial) (billion $) 31.3 31.8 30.8 31.4 29.5 29.5 29.9 
Consumer credit (billion $) 42.0 44.8 45.1 45.1 494 499 — 
Treasury bill rate (%).. 2.66 3.27 1.84 2.81 4.00 4.11 4.20 
US Govt Bonds rate (%,) 3.08 3.47 3.43 3.80 4.26 4.11 4.12 
Money supply (billion $) 226.4 232.3 247.5 247.5 248.5 248.2 247.6 


Federal cash budget (-- or -) (mill $) +5,524 +1,194 -7,288 -7,133 -3,013 


US Treasury gold stock (mill $) 


NotTeEs.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly fig@res are given for 
private investment and equipment for 
1956-58 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1956-58. Business stocks, money 
supply, bank loans, consumer credit and 
gold stock show amounts outstanding at the 


end of the period. 


21,949 22,781 20,534 20,534 19,495 19, 486 19, 565 
Moody’s commodity 


index shows high and low 1956-58, and 
Weekly bank loans are 
derived from partial returns only. Budget 


end-month levels. 


figures are cash totals. 


Quarterly figures are 


throughout shown in the middle month of 


the quarter. 
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Treasury bill and bond rates 
are average for month or year. 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred Tr 
branches extending to most centres of commercial importance in the Middle Mi 
East, South and South-East Asia and the Far East. Those branches provide rine 
complete and up-to-date banking services, sustained by expert knowledge and ve 
long experience of Eastern trade, finance and industry. An effective credit ra 
information service and skilled assistance and advice are available to United sal 
Kingdom merchants and manufacturers seeking new business connexions in the 
Asian markets. fA 
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THE CHARTERED BANK |: 
mat 
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ARAB LEAGUE 


Oil Talks—Dr Mohamed Salman, head 
of the Arab League oil department, has 
said that the chief consequence of the 
recent conference in Jeddah of Arab oil 
experts will be a considerable increase in 
co-operation between the Arab _ oil- 
producing states. 
would lead to a unified policy to shape 
governments’ relations with the oil 
companies. He claimed that the Gulf 
States were now taking a much more 
active interest in the work of his depart- 
ment. 


Trade Conference—The ninth confer- 
ence of Arab Chambers of Commerce, 
Industry and Agriculture was held in 
Kuwait in November. Discussion cen- 
tred on the need to increase the flow of 
trade and capital between Arab countries. 


AUSTRALIA 
Trade Liberalization— Mr John 
McEwen, the ‘Trade Minister, an- 


nounced at the end of November a 
further relaxation of £A25 millions in 
import restrictions for the licensing 
period December-April. ‘This brought 
the total relaxation since August up to 
£A75 millions and established the import 
ceiling at {A875 millions. The items 
principally affected are equipment and 
materials. It is further intended to 
make the revision of licensing arrange- 
ments the occasion for removing re- 
maining discrimination against dollar 
goods. Applications for reductions in 
duties on the more expensive foreign 
cars have, however, been turned down. 


Special Deposits Increased—Ofi.cial 
concern about a possible re-emergence 
of inflation as a result of the increase in 
the tempo of business activity and the 


This, he predicted, 
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advance in wage payments found expres- 
sion at the end of November in a further 
calling in of £A20 millions of the trading 
banks’ funds into special accounts with 
the central bank. The banking system 
has a certain amount of excess liquidity 
at the moment—the demand for loans 
was somewhat slack during 1959—and 
the authorities appear to be anxious to 
mop up part of this to assert their grip 
on the credit base. 


Foreign Control—Mr Arthur Calwell, 
deputy Leader of the Federal Labour 
Party, has issued a warning on the 
dangers of foreign control of such in- 
dustries as motor car assembly and 
manufacture, agricultural implement 
manufacture and food processing. He 





MR C. LOGANATHAN 
General Manager, Bank of Ceylon 





recommended the Government to insist 
that no company should be allowed to 
operate in Australia unless at least 
49 per cent of its shares were held by 
Australians. 


AUSTRIA 


Viscount Order—dAustrian Airlines, a 
civil air transport company, has de- 
cided to buy four new Vickers Viscount 
turbo-prop aircraft, to be delivered 
within the next three months. AUA’s 
present air fleet includes four older 
Viscounts of type 779-D chartered from 
a Norwegian company. 


BELGIUM 


Congo Finance—The Minister for 
Congo Finances, M. Raymond Scheyven, 
has told the Congo Standing Committee 
of the Senate that a sum equivalent to 
£120 millions will be required for in- 
vestment in 1960. Subsequently, funds 
would be required on a rising scale, 
reaching the equivalent of £157 millions 
by 1965. The post of Minister for Congo 
Finances has been created to relieve the 
Minister for Congo Affairs of the 
economic and financial side of his duties 
during the political crisis in the Congo. 


BRAZIL 


Russian Trade—A trade mission that 
visited Moscow in the first half of 
December made arrangements with the 
Russians for exchanges between the two 
countries to the value of US $200 
millions over the next three years. This 
is a considerably higher figure than had 
earlier been envisaged. In the first year 
Russia will purchase Brazilian coffee to 
the value of $18 millions and in return 
will supply crude oil, refined oil pro- 
ducts, oil-testing equipment and wheat. 








CEYLON 


Protest to Government—At an emer- 
gency meeting called at the end of 
November the Ceylon Chamber of Com- 
merce passed a resolution expressing 
the gravest apprehension and despond- 
ency over measures taken by the Govern- 
ment to control private enterprise by 
use of its emergency powers. It was 
contended that this placed the réle of 
private enterprise in Ceylon in serious 
jeopardy. In an earlier protest to the 
authorities, the Chamber pointed out 
that this development would deter any 
foreign investor from coming to the 
country. 


CZECHOSLOVAKIA 


Bond Defaults—The Government has 
told the British Ambassador in Prague 
that it is prepared to discuss the defaults 
on the 1922 State Loan, the 1922 City 
of Prague Loan and the Skoda Works 
first mortgage debentures. The arrears, 
which have been running since the 
middle of 1959, involve only small sums 
of money and the Government’s action 
in suspending service on the loans after 
providing it conscientiously under the 
post-war agreement concluded with 
Britain over a period of several years is 
regarded as a mystery. 


FRANCE 


Rising Reserves—Presenting the bud- 
get for 1960 to the Senate at the begin- 
ning of December, the Minister of 
Finance, M. Pinay, said his policy had 
expansion for its aim and stability for 
its rule. Economic balance must not be 
jeopardized by aa excessive rise in prices. 
He revealed that, despite the recent 
repayment of the IMF credit of $200 
millions, the reserves stood at $1,792 
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millions at the end of November. Pro- 
duction in September was running 7 per 
cent beyond the level for a year before. 


Imports Liberalized—The Minister of 
State for Foreign Trade has announced 
that about one-half of the remaining 
quantitative controls on imports are 
being withdrawn in the new year, 
raising the percentage of trade liberalized 
from 81 to 90 per cent. 


Foreign Investment—A report pre- 
pared for the French Economic and 
Social Council points out that although 
foreign investment represents only a 
tiny fraction of total investment, certain 
sectors of industry are in danger of 
falling under foreign control. ‘Thus it 
points out that foreign companies now 
control 75 per cent of the capital of the 
ball-bearing industry and 60 per cent of 
the capital of farm machinery manu- 
facturing. Nearly a third of total foreign 
investment in France in 1959 originated 
in the United States. 


World Bank Loan—A loan of $50 
millions has been approved by the World 
Bank for financing the construction and 
operation of a new 412-mile pipeline to 
bring crude oil from the Hassi Messaoud 
field in the Sahara to the Algerian port 
of Bougie. The remaining $55 millions 
of the cost of the project will be provided 
by the oil companies. The first main 
pipeline from the oilfield to Bougie was 
inaugurated by the French Prime 
Minister at Bougie early in December. 


GERMANY 


Thrift Urged—aA resolution adopted by 
the Central Banking Council at the 
beginning of December pointed out that 
the demands of the public authorities 
for funds threatened to exceed what the 
capital market could yield and thus con- 
flict with the requirements of the private 
sector. Since in many cases the demand 
for goods had out-run the capacity of 
industry, the public authorities should 
seek to finance their expenditures from 
their own resources. 


Labour Unrest—What has been de- 
scribed as a general worsening of labour 
relations in industry has given rise to 
some concern. ‘The employers have 
proposed the setting up of expert com- 
missions to examine the feasibility of 
granting unions’ claims for improve- 
ments in wages and conditions as they 
arise, but this has been turned down 
by the unions. 
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Record Exports—A forecast of an 
export surplus this year of DM 5,600 
millions has been made by the Ministry 
of Economics. This compares with 
DM 5,900 millions in 1958. A statistical 
review puts the year’s probable exports 
at a record of DM 40,700 millions, com- 
pared with DM 37,000 millions in 1958. 
Imports rose even more steeply from 
DM 31,100 millions in 2958 to an 
estimated Dm 35,100 millions. 


GREECE 


Planning Mission—aA five-man team 
sent by the British planning consultants 
Factory Planning, visited Greece in the 
first week of December for exploratory 
talks with the authorities on the future 
participation of British capital in the 
Greek Government’s development 
scheme, which is estimated to entail a 
total expenditure of £1,200 millions. 

The leader of the mission said sub- 
sequently that the discussions had been 
extremely encouraging. He pointed out 
that the United States and Germany 
had already made official representations 
to Greece for the tenders for advisory 
work; the mission had now put Britain 
on the map in this respect. 


HUNGARY 


Oil Discovery—Good-quality oil has 
recently been found near the Yugoslav 
border. The first well is expected to 
yield 60,000 to 70,000 cubic metres of 


oil daily according to estimates. 


INDIA 


Pipeline Financing—The total cost of 
the Assam oil pipeline project is now 
estimated at £40.5 millions. Arrange- 
ments have been concluded for covering 
£20 millions of this by a loan from the 
Burmah Oil Company and a further £3 
millions from a UK Government credit. 
This credit will be used to purchase 
pipe equipment manufactured in Britain. 
The first stage of the project, which 
covers a distance of 261 miles, is 
scheduled to be completed by the 
spring of 1961 ; the second stage covering 
459 miles in the following year. 


ITALY 


London Talks—The Prime Minister, 
Signor Segni, and his Foreign Minister, 
Signor Pella, visited London at the 
beginning of December for talks with 
the British Government. One of the 








matters discussed was the future relation- 
ship between the common market and 
the Outer Seven. 


Oil Bartered— The State-controlled 
ENI-AGIP oil corporation has an- 
nounced that its barter agreement with 
Russia for 1960 will provide for the 
import of 1.5 million tons of Russian oil, 
almost double the 1959 figure. In 
return, one of the subsidiary under- 
takings of the group will send 10,000 
tons of synthetic rubber to Russia. 


Trust Breaking—The Government is 
to introduce anti-trust legislation to 
conform with the requirements of the 
common market Treaty. All written or 
verbal agreements among companies or 
trade associations which might hinder, 
distort or in any way limit competition 
in the home market will be banned. 


JAPAN 


Tighter Credit—As a further measure 
to contain the threat of inflation gener- 
ated by the steep increase in business 
activity in 1959 (liquidity restrictions 
on the banks were tightened in Septem- 
ber for this purpose) Bank rate was 





raised at the beginning of December by 
0.4 per cent to 7.3 per cent. The Finance 
Minister, Mr Sato, has urged the com- 
mercial banks to co-operate in the 
tighter money drive by raising their 
interest rates and restricting advances. 


MALAYA 


Fiscal Changes—The Federation bud- 
get for 1960 introduced at the end of 
November reduced personal income tax 
reliefs and raised the ceiling for personal 
tax from 40 per cent to 45 per cent on 
incomes exceeding about £7,000. Com- 
pany tax remains unchanged at 40 per 
cent. After allowing for the tax adjust- 
ments, revenue is put at M $874 millions 
in 1960, representing a _ shortfall of 
M$14 millions on estimated expendi- 
ture. 


PAKISTAN 


Railway Loan—The World Bank has 
made a loan of $12.5 millions to assist 
the financing of an interim programme 
of railway reconstruction and develop- 
ment. The programme is designed to 
meet the minimum requirements of the 
railways pending the formulation of an 
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Forty Five 


Million people! 


Have you considered the extensive markets 
in Nigeria, Ghana, Sierra Leone and 
The Gambia which offer excellent 
opportunities to exporters? 
We are always pleased to assist those 
interested in West African markets, 
by placing our specialised experience at 
their disposal. 
Comprehensive facilities are available by 
arrangement. 
Our connections enable us to deal with 
collections on all parts of the world. 





Bank of West Africa Limited 


ESTABLISHED 1894 
Sylvester Gates, C.B.E. Chairman 


AUTHORISED CAPITAL 26,000,000 
ISSUED AND FULLY PAID CAPITAL £4,000,000 
RESERVE FUND £2,500,000 


Head Office: John C. Read, General Manager 
37 Gracechurch Street, London, E.C.3 


Also at: 
106-108 Portland Street, Manchester 


25 WATER STREET, LIVERPOOL 
49 SCHAUENBURGERSTRASSE, HAMBURG 


Branches throughout NIGERIA, GHANA, SIERRA 
LEONE, GAMBIA, and at DUALA (Cameroons), 
TANGIER (Morocco) 





BANK OF WEST AFRICA LIMITED 


Agents in New York: THE STANDARD BANK OF SOUTH AFRICA LIMITED 
Every description of Banking Business undertaken 

The Bank provides exceptional facilities for financing trade with West Africa 
Principal Stockholders: Lloyds Bank Ltd., National Provincial Bank Ltd., 


The Standard Bank of South Africa Ltd., Westminster Bank Ltd 
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overall development scheme under the 
country’s second Five-Year Programme, 
which is due to begin in 1960. 


No Difference—The transfer of the 
country’s capital from Karachi to Rawal- 
pindi at the end of October is stated to 
have made little difference to the level 
of business activity in Karachi. 


PORTUGAL 


Higher Duties—The re-classification of 
tariffs to conform to the Brussels nomen- 
clature agreement of 1955 has resulted 
in a considerable increase in the rates of 
duty payable for the great majority of 
goods. —The Government has also taken 
considerable advantage of the agreement 
for the European Free Trade Associa- 
tion recently concluded in Stockholm, 
whereby the country is permitted to 
increase her existing tariffs and intro- 
duce new ones up to 1972. Surprisingly, 
rates of duty have been increased on 
capital goods and heavy equipment, which 
are needed for the Development Plan. 


SOUTH AFRICA 


Rising Activity—Surveys carried out 
by research organizations and the com- 
mercial banks point to a marked revival 
of activity in almost all sectors of the 
economy during the closing months of 
1959. ‘There is general agreement that 
the recession which began when com- 
modity prices turned downward in 1957 
is now at an end. 


IMF Repayment—aAs gold and foreign 
exchange reserves total nearly £150 
millions, the Government has instructed 
the Reserve Bank to repay ahead of 
schedule the $25 millions borrowed from 
the International Monetary Fund in 
March, 1958. The Minister of Finance, 
Dr Donges, has pointed out that this 
has restored the Union’s drawing faci- 
lities with the Fund to “ normal ”’, 
since the Fund’s holding of. South 
African currency is now down to 75 per 
cent of the quota figure. 


New York Borrowing—aA revolving 
credit for $40 millions has been ar- 
ranged by the Government with a group 
of eleven New York banks. It extends 
for a two-year period from January 23, 
1960, at 5 per cent plus a commitment 
charge of % per cent. 


Import Liberalization—The Secretary 
for Commerce and Industries has an- 
nounced a relaxation of import restric- 
tions in 1960. All ‘‘ reasonable ”’ imports 
of consumer goods falling in Category A 


will be allowed and there will be an 
issue of licences for Category B con- 
sumer goods equal to 40 per cent of 
quotas compared with 25 per cent in 
1959. He stressed, however, that the 
Government did not think the time ripe 
for a complete abolition of import con- 
trols despite the favourable overseas 
payments. 

Easier Credit—The request to the 
commercial banks to exercise restraint 
in the extension of credit for direct or 
indirect financing of imports has been 
withdrawn along with the remaining 
supplementary reserve requirement en- 
forced as an additional discouragement 
to such financing. ‘The Reserve Bank 
explained that there was no longer any 
justification on balance of payments 
grounds for limiting the financing of 
imports. 


New Agency—The creation of the 
long-projected Economic Co-ordinating 
Council has been announced. It will 
have as its chairman Dr D. H. Steyn, 
the present Secretary for Finance. The 
Prime Minister has made it clear that 
the new organization’s functions be will 
mainly advisory. 


SWITZERLAND 


Rapid Expansion—An OEEC report 
has predicted a more rapid expansion 
of the Swiss economy in the coming 
months. Labour shortages should not 
be a limiting factor and production 
capacity in industry still leaves a reason- 
able margin for increased output. 


British Equities—Four of the country’s 
old-established private banks have 
formed an investment trust under the 
title of the Société Nominée de Genevée 
to invest Swiss funds in British securi- 
ties. Funds derived from the sale of 
bearer certificates “‘ over the counter ”’ 
will be used to buy shares in leading 
British companies beginning with Im- 
perial Chemical Industries, British Motor 
Corporation and United Steel. 


UNITED ARAB REPUBLIC 


Relations Restored—Diplomatic rela- 
tions with Britain, which were broken 
off at the time of the clash over the 
Suez Canal, have been resumed. 

Germany’s Share in Aswan—The 
second phase in the construction of the 
Aswan Dam is likely to include a sub- 
stantial German share according to a 
statement issued by Dr Erhard, West 
German Minister of Economics. All 








points of principle were expected to be 
cleared up on his visit to Cairo in 
January. 

Help from DLF ?—Mr Brand, director 
of the US Development Loan Fund, 
visited Cairo for discussions with the 
Egyptian authorities towards the close 
of November. In a statement issued 
after the talks, he stated that he had 
received ‘‘ very favourable impressions ”’ 
and that expeditious consideration would 
be given by the United Arab Republic 
and his organization to at least seven 
state and private enterprise projects in 
Egypt and Syria. 


URUGUAY 


Peso Devalued—In mid-December the 
Senate approved a new exchange re- 
form bill devaluing the Uruguayan peso 
and discontinuing the multiple exchange 
system, but providing for levies on cer- 
tain exports and imports. Under the 
bill all ‘‘ official’ exchange rates are 
abolished; foreign currency rates are 
now determined by the free play of 
supply and demand. Last month the 
- “free ’’ peso rate fluctuated around 30 
to {1. 


USSR 


Steps to Compensation— The British 
Government has called for the registra- 
tion of British claims which have arisen 
since 1939 relating to the Baltic States 
and those territories ceded to Russia 
after the war by Finland, Poland, 
Czechoslovakia and Rumania. Holders 
of securities and other claims are invited 
to register them with the Foreign Com- 
pensation Commission. ‘This step is a 
sequel to the understanding reached with 
the USSR earlier in 1959 that full par- 
ticulars of all outstanding claims against 
Russia arising since 1939 should be 


obtained with a view to the opening of 
negotiations between the two countries 
for a comprehensive settlement. 


VENEZUELA 


Strained Finances—A supplementary 
budget providing for a total expenditure 
of 810 million bolivars during the year 
to July, 1960, was introduced at the 
beginning of December. Of this sum, 
some 310 million bolivars will be pro- 
vided from funds the oil industry has 
agreed to advance to the Government. 
In a statement accompanying the new 
budget, which raises the Government’s 
total estimated expenditure for 1959-60 
to almost 6,000 million bolivars, the 
Finance Minister gave an assurance that 
the country’s economy was basically 
sound and prosperous. He attributed 
the strained condition of its external 
and internal finances in recent months 
to the fact that the Government had 
been trying both to meet current obliga- 
tions and pay off the debts incurred by 
the previous regime. However, although 
reserves were now standing at the com- 
fortable level of US $700 millions, the 
authorities would take steps to prevent 
an unreasonable outflow of foreign ex- 
change and a decree limiting the im- 
portation of luxury items would remain 
in force until such time as Congress 
could create a permanent machinery for 
licensing imports. 


New York Credit—The Shell Company 
in Venezuela has agreed to participate 
in an arrangement concerning the issue 
of Venezuelan Treasury bills. The bills 
will in the first instance be taken up by 
New York banks against dollars. When 
they reach maturity they will be pur- 
chased by Shell and presented to the 
central bank for redemption in bolivars. 





National 
Bank of 


Pakistan 


(Incorporated under the National 
Bank of Pakistan Ordinance 
No. XIX of 1949, and sponsored 
by the Government of Pakistan. 
The liability of members is 
limited.) 
ESTABLISHED 1949 





Authorised Capital .. Pak. Rs. 6,00,00,000 
Issued and Subscribed.. Pak. Rs. 6,00,00,000 
Paid-up Pak. Rs. 1,50,00,000 
Reserve Fund Gi. 12. 58) Pak. Rs. 1,35,00,000. 
Deposits (31.12.58) .. Pak. Rs. 67,50,00,000 


With 125 branches and sub-branches throughout 
Pakistan and foreign branches at Calcutta 


(India), D’Jeddah (Saudi Arabia) and Baghdad ~ 


(Iraq) the Bank is well equipped to transact 
Banking business of every description for 

those at present trading or intending to trade 

with these countries. 

Your enquiries will be welcomed by the London 

Manager at 


20 Eastcheap, London, E.C.3 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Peterborough Dist, Local 
Head Office: Mr E. G. Parker, from Norwich 
Dist, to be a local director. Head Office— 
Staff Dept: Mr T. Hutchinson to be staff 
manager (admin); Mr F. W. Schofield to be 
a general managers’ assistant on retirement 
of Mr H. Mathias. Inspection Dept: 
Mr G. F. Coon to be district inspector, 
Leicester Inspection Dist; Mr F. Shore, 
from Leicester, to be district inspector, 
Manchester Inspection Dist, on retirement 
of Mr W.S. Clarke; Mr A. L. Harris to be 
district inspector, South Wales Inspection 
Dist, on retirement of Mr H. H. Laycock; 
Mr A. S. Bew to be an inspector. Trustee 
Dept—City: Mr C. Mahony, from North 
London, to be manager; North London: Mr 
M. A. W. Vale, from Reading, to be manager; 
Reading: Mr F. H. Mason to be manager. 
London—Camden Town: Mr R. A. F. Julien, 
from Paddington Station, to be manager on 
retirement of Mr R. W. Goold; Langham 
Place: Mr E. H. Griffin to be manager on 
retirement of Mr H. W. K. Stewart; Padding- 
ton Station: Mr H. W. Janes, from East 
Finchley, to be manager. Bishop’s Castle: 
Mr A. J. Charlesworth, from Whitchurch, 
Shropshire, to be manager. 

British Linen Bank—Newcastleton, Rox- 
burghshire: Mr J. A. H. Brown, from Annan, 
to be manager on retirement of Mr J. P. 
Learmouth. 

Clydesdale & North of Scotland Bank— 
Ayr, Burns Statue Sq: Mr R. MacKenzie, 
from Stevenston, to be sole manager. Burn- 
bank: Mr A. S. Nairn, from St Enoch Sq, 
Glasgow, to be manager. Glasgow, Possil- 
park: Mr W. C. Strang, from Dumbarton, 
‘to be manager on retirement of Mr J. 
Stubbs. 

District Bank—Mr W. E. English, from 
Corn Exchange, Manchester, to be an assist- 
ant general manager. Haslingden: Mr H. 
Donaldson to be manager. 

Lloyds Bank—Mr R. J. Blanch to be 
secretary in succession to Mr J. E. Way. 
Head Office—Advance Dept: Mr L. A. 
Hewes, from Burnley, to be an assistant 
controller; Chief Inspector’s Dept: Mr R. 
Baker, from Ilminster, Mr W. A. Tingle, 
from Selly Oak, Birmingham and Mr J. D. 
White, from head office, to be inspectors. 
London—Leadenhall St: Mr J. G. Harries, 
from Wigmore St, to be manager; Wigmore 
St: Mr F. R. Marsh, from head office, to 
be manager. 
ins Bank—Burnley: Mr E. G. Earn- 
from Keighley, to be manager. 
Jarrow: Mr G. R. Taylor, from North- 
umberland St, to be manager. Keighley: 
Mr E. C. Ellison, from Skipton, to be 
manager. Shotley Bridge and Blackhill: Mr 
S. L. Nicholson, from Shotley Bridge, to be 
manager of the two branches. 

Midland Bank-—Head Office: Mr J. W. 
Cloke to be an assistant gerieral manager; 
Mr A. C. Evans, from Threadneedle St, to 
be a superintendent of branches in succession 


shaw, 
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to Mr N. Withey. London—Greenwich: 
Mr F. H. Trevett to be manager in suc- 
cession to Mr R. T. Hodges; 133 Regent 
St: Mr R. G. D. Hawkins to be sole manager 
on retirement of Mr T. W. Coysh. Ax- 
minster: Mr S. F. Bristow to be manager in 
succession to Mr P. G. Coleman. Blackpool, 
Whitegate Drive: Mr J. A. Nicholson, from 
Bispham, Blackpool, to be manager in 
succession to Mr W. Wiggins. Doncaster: 
Mr N. Withey to be manager on retirement 
of Mr R. F. Smith. Holbeach: Mr G. H. 
Steel, from Worksop, to be manager in 
succession to Mr L. Morton. Hove—Church 
Rd: Mr V. G. Tolhurst, from Portland Rd, 
Hove, to be manager on retirement of Mr 
K. H. Apps; Portland Rd: Mr F. W. 
Pridham to be manager in succession to 
Mr V. G. Tolhurst. 

Midland Bank Executor and Trustee Co 
—London, City Office: Mr J. C. Gaukroger 
to be manager on retirement of Mr C. W. 
Dew. Preston: Mr E. W. Spring, from 
Leeds, to be manager in succession to Mr 
S. Malcolm. 

National Commercial Bank of Scotland 
—Edinburgh, Chesser: Mr D. C. Abbot, 
from George St, Edinburgh, to be manager. 
Falkirk, High St, and Grahamston: Mr D. 
Briggs, from Grangemouth, to be manager 
on retirement of Mr A. L. Cunningham. 
Glasgow, Union St: Mr R. Fleming, from 
St Vincent St,. Glasgow, to be manager on 
retirement of Mr M. J. N. Ireland. 
National Provincial Bank—General Clear- 
ing Dept: Mr G. R. Jones to be manager on 
retirement of Mr G. H. Sinton. Stock Dept: 
Mr H. E. Denman to be manager on retire- 
ment of Mr W. G. Joiner. London, South 
Kensington: Mr S. B. Groves, from New 
Bridge St, to be manager on retirement of 
Mr L. P. Beckley. Clevedon: Mr W. J. 
Sampson, from West Bognor Regis, to be 
manager. 

Royal Bank of Scotland—Partick Glasgow: 
Mr R. Murray, from St Vincent St, Glas- 
gow, to be manager in succession to Mr 
R. S. B. Hill. | 

Westminster Bank-—Head Office: Mr 
H. A. Hitchcock, from St Mary Axe, to be 
a controllers’ assistant. London—Chiswick: 
Mr J. Fox, from Hounslow, to be manager; 
Crouch End and Hornsey: Mr C. W. H. 
Atkins, from Highbury, to be manager on 
retirement of Mr F. W. Wrench; Finsbury 
Sq: Mr W. R. Handsaker, from Chancery 
Lane and Holborn, to be manager; Wimble- 
don Common: Mr . T. Haines, from 
Paddington (Marble Arch), to be manager. 
Aylesbury: Mr S. T. Smith, from Winton, 
to be manager on retirement of Mr H. G. 
Aldous: Coulsdon: Mr G. P. L. Pickering 
to be manager on retirement of Mr W. W. 
Marsh. 

Williams Deacon’s Bank—Cleveleys, Lan- 
cashire: Mr A. B. Smith to be manager on 
retirement of Mr H. D. Walker. Coventry 
(new branch): Mr K. Hall to be manager. 








Averages 
of Months: 
1921 se 
1922 
1923 
1924 
1925 
1926 


1958: Sept .. 
Oct .. 
Nov .. 
Dec .. 


1959: Jan .. 
Feb .. 
Mar .. 
April. . 
May .. 
June 17 
June 30 
July .. 
Aug .. 
Sept .. 
ist... 
Nov .. 


BANKING STATISTICS 








Banking Trends since World War I* 


Net 
Deposits 

{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 


6,376 
6,441 
6,495 
6,761 


6,615 
6,340 
6,328 
6,384 
6,366 
6,471 
6,655 
6,645 
6,637 
6,723 
6,869 
6,860 


Liquid Assets 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 
2,218 
2,256 
2,256 


2,222 
2,242 
2,287 
2,495 


2,421 
2,141 
2,053 
2,092 
2,080 
2,192 
2,270 
2,283 
2,280 
2,340 
2,477 
2,419 


Zot 
3 


34.9 
32.3 
31.0 
31.2 
30.9 
o4.4 
32.1 
vv 
32.9 
33.2 
34.4 
33.6 


TDRs 
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* Ten clearing banks for 1921-35, thereafter eleven. 
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Investments 
{mn Zot 
32 18 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
2,203 33.1 
- 2,193 32.5 
2,152 31.7 
2,102 29.2 
2,021 29.2 
1,962 29.6 
1,928 29.1 
1,884 28.1 
1,837 ys ee 
1,816 26.8 
1,812 25.6 
1,811 26.0 
1,802 26.0 
1,790 25.4 
1,729 24.0 
1,729 24.0 


Advances 
mn y 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 

1,107 20: 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
2,007 30 
2,027 30.5 
2,082 30.9 
2,132 31.4 
2,245 31.2 
2,259 32.6 
2,333 35.2 
2,441 36.8 
2,500 a4 aa 
2,561 38.0 
2,586 38.1 
2,692 38.0 
2,676 38.4 
2,697 39.0 
2,737 38.9 
2,803 38.9 
2,849 39.5 


¢ Ratios to gross deposits. 
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Trend of *“ Risk’’ Assets 


(£ million) 
































Nov 18, 1959 r CHANGE IN . 
% Of Year to Monthly Periods 
Gross Nov, 1959 
Deposits 1959 Aug Sept Oct Nov 
Investments: 
Barclays 413.1 25.7 — 95.3 + 0.1 - 0.2 +0.1 + 0.4 
Lloyds - 324.9 25.3 — 71.1 - 0.7 - 5.7 - 0.5 - 0.1 
Midland Ka vo amen aed —- 85.0 + 0.1 - 0.2 -52.6 — 
National Provincial .. 175.0 20.5 — 54.0 + 0.1 - 0.4 - 8.1 - 0.3 
Westminster . . 217.6 23.1 —- 61.7 — 4.5 — - 0.1 — 
District 61.6 24.6 —- 13.5 -~ 0.2 - 0.5 - 0.1 — 
Martins i 69.7 20.3 — 20.7 - 4.0 - 0.1 + 0.1 — 
Eleven Clearing ) 
Banks ..1,728.8 24.0 .| -422.6 - 8.9 -12.2 -60.4 - 0.2 
Advances: 
Barclays 639.4 39.5 +208 .5 + 7.1 +11.3 +15.9 +10.4 
Lloyds 511.1 39.8 +107.5 + 8.4 + 8.5 + 7.0 + 3.7 
Midland — Saare a4 +141.0 +11.9 + 6.7 +23.3 +16.8 
National Provincial .. 356.2 41.6 + 68.6 —-12.4 + 9.2 +10.4 + 6.8 
Westminster . . 372.4 39.6 + 92.9 +3.3 +3.2 + 6.4 + 8.4 
District 99.5 39.8 + 21.8 + 0.6 + 0.7 + 1.1 + 3.6 
Martins . 138.6 40.3 + 32.9 + 3.1 - 4.3 + 3.1 - 1.3 
Eleven Clearing 
Banks .. 2,849.3 39.5 +717.4 +21.7 +39.8 +65.7 +46.4 
Trend of Bank Liquidity* 
1957 1958 1959 
Mar Dec Mar Sept Oct Nov Dec Mar Sept Oct Nov 
7 %o 7o 7o 7o Yo %o Yo Yo Yo Yo 
Barclays 33.8 37.9 B.a 38.8 Fe. 34.1 34.4 30.1 32.6 33.5 32.4 
Lloyds 23.7 32.82 82.9 32.0 3.2 328 3.7. Bcd Fa Beck . Sees 
Midland 34.1 39.0 33.9 33.8 35.0 35.4 35.3 30.4 31.9 35.2 34.4 
National Prov 31.1 39.5 34.0 32.8 31.7 32.8 36.0 31.1 35.8 35.2 35.2 
Westminster... 34.3 39.0 35.4 33.8 33.1 32.5 33.2 32.8 34.6 34.9 34.0 
District 33.2 2.2 33.3 H.2 HM.2 H.S Back Bee 22-9 Mt Ba4 
Martins .- 36.7 41.0 35.9 36.3 36.1 35.7 36.2 31.1 33.7 34.5 34.6 
All Clearing 
Banks .. 32.6 38.4 33.9 33.4 33.2 33.7 34.6 31.0 33.2 34.4 33.6 


* Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 


Mondays: 


Dec 15, Oct 12, Nov 16, Nov 23, Nov 30, Dec7, Dec 14, 


1958 1959 1959 1959 1959 1959 1959 
per cent 
Bank rate .. 4t 4 4 4 4 4 4 
Treasury bills: 
Average allotment rate* 34 3% 3% 343 3#8 34 3% 
Market’s dealing rate, 

3 months és -. Sf 3% 3# 3% 3# 348 3# 
Bankers’ deposit rate .. 2 2 2 2 2 2 2 
Short money: 

Clearing banks’ minimum 2 2% 2% 24 2% 2% 22 
Floating money .. 4-3 24-34 27-33 28-3% 23-33 # #=2-3} 23-34 
US Treasury bill. . 2.805 4.262 4.332 4.279 4.501 4.638 4.535 


+ Lowered from 44 % on 20.11.58. 
61 


* Preceding Friday. 
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THE EXCHEQUER FINANCES 


+ Date of first classification in new post-war series. 


® Including all members of British Bankers’ Association. 











I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1959, to corresponding 
estimates loss* on Dec 12, period of 
1959-60 1958-59 1959 1958-59 
Total Inland Revenue 2,856 - 160 1,348.1 + 37.1 
Customs and Excise .. 2,150 — 41 1,628.5 + 45.7 
Other revenue ‘ 319 + 46 164.0 + 20.1 
Total ordinary revenue 5,325 - 155 3,140.6 +102.9 
Debt interest (including sinking fund) 639 + 62 417.8 + 38.2 
Other consolidated fund &9 - 4 57.0 - 3.4 
Supply expenditure .. 4,495 - 178 2,987 .4 — 129.3 
Total ordinary expenditure 5,223 - 120 3,462.2 - 74.5 
Above line surplus or deficit +102 - 275 —321.6 + 28.4 
Net deficit below line - 823 — 264 — 479.8 —-129.9 
of which 
local loans (net lending shown 
minus) .. oe + 55 + 3 + 37.8 + 5.8 
loans to state industries, net - 621 -~116 — 401.9 —- 69.6 
Total deficit . a e -721 - 539 — 801.4 —101.5 
* Plus ities increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
I1—National Savings 
(£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) oy Maturity vested® 
1953-54 .. +19.0 + 0.3 — 79.3 = - 60.0 88 —-38.4 6,008.7 
1954-55 .. +46.0 +51.1 - 35.4 == + 61.7 88 . 3 —-28.8 6,126.2 
1955-56 .. +19.7 +21.5 — 80.4 — - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 + 3.2  -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
1957-58 .. —21.3 —-22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 
ag cn +117.9 -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1958- 
April-Oct +75.7 +56.3 -48.4 +39.3  +122.8 30.2 —- 6.4 6,417.0 
November +11.7 + 8.5 + 5.1 + 7.1 + 32.4 o.3 - 2.3 6,451.0 
1959-60 
April-Oct +49.9 +86.3 + 26.0 +-31.2 +193.5 44.8 - 1.1 6,819.0 
November + 2.8 +13.5 +9.5 + 3.1 + 29.0 6.5 - 0.1 6,854.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





IiI—Floating Debt 


(£ million) Change in three 








ae re Dec months to 
ee 12, Dec 12, Dec 13, 
1957 1958 1959 1959 1959 1958 
Ways and Means Advances: 
Bank of England , = — — la. = #8 -— 
Public Departments 289.3 239 .6 291 .6 210.9 - 16.2 + 11.8 
Treasury Bills: 
Tender 2,860.0 3,120.0 2,950.0 | 3,460.0 +180.0 +170.0 
Tap 1,306.4 1,499.4 1,986.3 2,134.9 +223.9 + 29.7 
4,455.7 4,859.0 5,227.9 5,807.1 +385.2 +211.5 











* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 


Dec 19, Oct 23, Nov 20, Nov 27, Dec 4, 
1958 1959 1959 1959 1959 
Official Market 


Spot... .. 2.804 2.802 2.80% 2.80% 2.79% 
3 months .. cpm ~*yfcdis 3cdis 4c dis kc dis 
Security* .. i: oe 2.794 2.79% 2.798% 2.79} 


* New York quotations. 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 

Financed by 

Net Gold Official Private 

and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar ; 
Years and or Deficit (—) can and of Balancest ; 
Quarters Aid Credits Period . F 
1946 .. = 908 — 2696 
: 
| 
; 
. 
; 





1947 a — 1431 — 2079 
1948 - - 1710 682 1856 


1949 Ae — 1532 1196 + 1688 
‘i 3300 


2335 
1846 
2518 
2762 
2120 
2133 
2273 
3069 


2770 
3076 
3120 
3069 


3139 
3172 


3220 
3248 
3284 


- 52 3284 


— 269 3024 
— 2974 


805 762 
988 199 
736 428 
546 307 
480 152 
575 114 
626 66 
419 26 
1005 6 


496 
307 

65 
137 


173 
206 


68 
60 
36 


1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1958: 
I 


II 
ITI 
IV 

1959: 
I 


II 


t++irirrait 


b+++ +441441 


20 


July 
32 


August 
September 


III is + 164 


TTT THe +$+¢4+ $41 144114 


+++ ++ 


Mit fdtr tiv 


October 
November 50 


Main Special Items Detailed{ 
Receipts Payments 
$mn 
US and Canadian loans.. 4,909 1951-56 Annual service of US and 
IMF loan eae Canadian loans, etc. .. 
South African loan — 1954 EPU funding payment . 
Sale of Trinidad oil a ae IMF repayment . 
Sale of US Govt bonds. 30 1957-58 Anglo-German debts pay- 
IMF loan 561 ment 
India’s IMF loan 200 1958 Service of US and Cana- 
Return of interest on US dian loans, etc ar 
loan... 104 1959 IMF repayment. 
Export-Import Bank .. 250 IMF subscription 
Repayment of Ex-Im 
* Gold and convertible currency reserves from December, 1958. 
+ Source: Federal Reserve Bulletin. 
} Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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says ~ the Unicorn 














‘| there is 
money to 
invest ’ 





Were there is money to invest, Unicorn Trust 
offers much. The private investor can, with a 


minimum purchase of only 50 Unicorn shares, Unicorn is a highly successful Unit Trust (authorised by 
invest in about 140 companies in Britain and _—h¢ Board of Trade) with over 30,000 shareholders. 
Trust assets exceeJ £7,000,00). 


the Ccmmonweaith, in the new Common Price per share on 21st December, 19s. 93d. 


Market areas, and all over the world. Estimated gross annual yield (before deduction of tax): 


: : - £2 18s. 8d. per £100 invested calculated in accordance 
This wide spread of investments means with Board of Trade requirements. 


safety. The usual complications involved in 
multiple investment are avoided—the investor = Manhivers: 
feceives from Unicorn a single certificate and eaieineied enicimeeenn puibesh 
two income distributions each year. Share ibs 

holders will appreciate the convenience and 
economy of investing in Unicorn. 


Investment advisers will find Unicorn’s re- 
cord impressive. Since the start of the Trust 
in 1957, shares have increased in value by over 
100°, with a gross annual yield of over 54%. 


UNICORN TRUST 


Member of the Association of Unit Trust Managers 

Full particulars are available from: DILLON WALKER & CO. LTD., DEPT. EE4 
(share distributors of Unicorn Trust), WATLING HOUSE, 12-16 WATLING ST., LONDON, EC4 
or from all branches of Lloyds Bank Limited 
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Trustee: 
LLOYDS BANK LIMITED 
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The gold bullion bar finds 

ready acceptance as the international 
standard of value, the universal 
medium for world finance. 








Unquestioning acceptance, too, 1s . | 


granted to the Johnson Matthey assay 
mark—token of the skill and reputation 
of Johnson Matthey refining. 





Johnson @ Matthey 


Melters and Assayers to the Bank of England : 


JOHNSON, MATTHEY & CO., LIMITED, 73-83 HATTON GARDEN, LONDON, E a 
Telephone: Holborn 6989 | 
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BARCLAYS BANK D.C.Q. 





Another Year of Progress 





HE Thirty-fourth Ordinary General 
Meeting of Barclays Bank D.C.O. 
will be held on January 4 in London. 

The following are extracts from the circu- 
lated statement by the Chairman, Mr. J. S. 
Crossley, for the year ended September 30, 
1959 :-— 

The post-war years have been notable 
for the steady expansion of our activities. 
[am glad to report another year of progress. 

We now have 1,197 offices in operation, 
handling, on March 31 last, some 638,000 
current accounts’ and 810,000 savings ac- 
counts. During the last ten years current 
accounts have risen in number by over 
57 per cent.; over the same period savings 
accounts have increased by no less than 
300 per cent. 

The balance sheet reflects the continua- 
tion of this growth with increases of £62 
millions in the total of deposits and of £21 
millions in the figure for acceptances, 
guarantees, indemnities, etc., compared 
with a year age. The increase in the total 
of our advances to customers has been 
somewhat less marked than was the case 
last year. ‘This item is now in the ratio of 
41 per cent. to deposits as against 43 per 
cent. in 1958. 

Unfortunately, expansion of a _bank’s 
business and of its gross income—our ex- 
perience this year—does not automatically 
bring an increase in net earnings. In spite 
of the expanding business the estimated 
profit for the first half of our financial year, 
which was published in June, showed a 
significant reduction over the comparable 
period in the previous year, the figure of 
£525,000 having fallen from £584,000 in 
1958. During the second half of our year 
there was some improvement but, notwith- 
standing this, the total figure for the year 
of {1,218,512 shows a reduction of £48,843 
and this in spite of additional tax relief. 
For this there are two main reasons. The 
first is the factor of increasing costs which 
continues to cause us concern. ‘The second 
feason is that, in certain territories, we 
have been transacting business on less 
femunerative terms. ‘There is one further 
factor, however, which should not be over- 


looked ; this is the actual rate of expansion 
itself. 
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Perhaps the most remarkable phenomenon 
of the past year has been the persistent 
strength of sterling. The purchasing power 
of the pound has been stable for the better 
part of two years. It is a sure sign of 
returning confidence in this country and 
in its policies. 

We now have the opportunity to take a 
constructive step forward by freeing the 
pound completely from all restrictions for 
residents and non-residents alike, for capital 
as well as for current payments. Such a 
move would not only be welcomed through- 
out the world; it would also, I believe, by 
restoring to the pound the prestige of a 
fully convertible currency, add much to its 
stature. Sometimes it may pay to discard 
from strength. ‘The move towards con- 
vertibility at the end of last year did not 
prove a source of embarrassment. Indeed, 
the subsequent firmness of the pound de- 
rived in part from that very cause. Funds 
may very well flow towards London when 
once sterling is free; the United Kingdom 
can also offer opportunities favouring in- 
vestment. 

There are always people ready enough 
to argue against any bold course of action, 
on the grounds that conditions are not 
quite ideal—they seldom are; but by waiting 
for the absolutely perfect moment to arrive, 
there is always the risk of missing reason- 
ably good chances that come along. Are 
we likely to experience much more favour- 
able conditions than now exist? It seems 
to me that the underlying situation is as 
favourable at this moment as can reasonably 
be expected. While it is doubtless true that 
we have “ never had it so good ”’, it is also 
certain that we shall not always have it so 
good. Let us move now, therefore, while 
the trend remains favourable. It is certainly 
the case that the sterling reserves are not 
superabundant but it is nothing new for 
Britain to work on small margins. ‘The 
great business of the City of London was 
built on confidence in the first place and 
not upon accumulated reserves. The con- 
ditions under which it grew to greatness 
imposed the obligation to conduct its affairs 
with prudence as well as business acumen. 
Men and their policies mean more than 
bullion. 

















MODEL ROLAND & STONE 


Members of the New York and American Stock Exchanges. 


INTERNATIONAL 
SECURITIES 


120 Broadway, 
New York 5, N.Y. 
Telephone: Worth 4-5300 
Cables: Morodeal 


370 Rue Saint-Honoré, 
Paris. 
Telephone: Anjou 9350 







































SIR NICOLAS BACON 1559 


Since Sir Nicolas spoke these words at the opening of the first parliament of 
Queen Elizabeth I, insurance companies have progressed from strength to 
strength. Today these companies command a position of international fame, 
indeed Britain is the world’s insurance centre. 

The investment portfolio of ‘‘Insurance-Units”’* includes shares in ‘‘ Eagle 
Star’, ‘‘ Prudential”, and “Sun” along with twenty-two other companies 
famous in the field of Insurance. 


Look at the capital growth record during 1959 
Insurance-Unit purchase price January 1st — 34/6 
Insurance-Unit purchase price November 30th — 53/14 


Insurance-Unit prices can, of course, fluctuate as do the prices of the come rae securities 
on which they are based. The upward trend, however, does show prospects of continuation. 


Complete the coupon below for full details 


} Over 50% rise in less than a year! 


“Moth not the wise merchant tn everp adventure 
of Danger, give part to babe the rest assured?” 


~~ te = —* : « 


a a 


Trusts in Great Britain. 12/59/20 
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---- ee -- - - - - - - - - - SSeS Se ee ee 
TO: ‘BANK-INSURANCE”’ GROUP OF UNIT TRUSTS, 30 CORNHILL, LONDON, €E.C.3 : 22nd Dec. 1959 7 
~~? he ala Is. wi iz. | Purchase price + 
I am interested in buying Insurance-Units. Please send me details, without oblig- Pp | 
ation, of both “ Save-and-Prosper”’ and “‘ Outright” forms of purchase. 56s. Tid j 
RE oh is BASE nh Se OE 
COCR eB at ERPS ALE LE ON EIS SO BRIT gE | oe eee gross 
yie ee 
* The ** Bank-Insurance”’ group is managed by a member of the Association of Unit j | 
Trust Managers and, with assets exceeding £65,000,000 is the largest group of Unit £2 100% | 
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BANK OF MONTREAL 





Canada’s Strong and Healthy Economic Recovery 





HE 142nd Annual General Meeting 
of the Bank of Montreal was held on 
December 7 in Montreal. 

Mr. G. Arnold Hart, the President, in 
the course of his speech, said: 

The economic recovery, which got under 
way slowly and somewhat haltingly in 1958, 
has steadily gathered strength this year, 
although the prolonged steel strike in the 
United States has had some temporary 
deterrent effects in Canada in recent 
months. The commonly accepted measure 
of our over-all business activity—the gross 
national- product—has been rising con- 
sistently and may well approach $35 billion 
in 1959 as a whole, compared with $324 
billion in 1958. 

A rise in business activity of the order 
of 7 per cent. in one year is above average, 
but to a significant extent it has represented 
simply a reversal of the former recessionary 
trends and a re-emergence of deferred 
demands. Exports have expanded very 
little, but imports have been substantially 
higher and our trade deficit is over twice as 
large as last year. Only in recent months 
have capital expenditures begun to contri- 
bute to the general upward trend. 

An important aspect of the recovery, 
both last year and this, but one that is 
perhaps inadequately appreciated, has been 
the striking improvement in_ efficiency 
achieved by many firms in many lines. 
Thus, while employment has expanded and 
unemployment has dwindled, the rise in 
employment has been far outstripped by 
the rise in production. 

In short, the recovery experienced by the 
Canadian economy this year has been 
strong, healthy and on a broadening base. 
It has been a real recovery, little inflated by 
price increases, and shortages of goods, 
manpower and productive capacity are 
neither present nor in prospect. But it has 
not in any sense of the word been a boom. 


The President then outlined the problems 
confronting those seeking and those grant- 
ing credit in a period of tight money, and 
concluded: I suggest that we shall ulti- 
mately look back on the “ tight-money 
period ”’ of 1959 as one in which, by taking 
thought, and by putting up with the disci- 
plines of monetary restriction, we in Canada 
' laid a solid foundation for orderly, stable 
and enduring economic progress, rather 
than the heady delights, and subsequent 
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headaches, of inflation, boom and recession. 

In my opinion, a long step has been 
taken this year in arresting the rise of 
prices and I look forward, with you, to 
that achievement making possible an early 
return to flexible monetary policy. 


General Manager’s Address 

In the course of his address, Mr. R. D. 
Mulholland, the general manager, said: 
After transfers to inner reserves and after 
providing for depreciation of premises and 
equipment and setting aside $12,642,600 
for income taxes, our net profits amounted 
to $12,191,060. ‘This compares with net 
profits of $10,356,690 in the previous year. 
Out of our net profits an amount of 
$10,684,730, equivalent to $1.85 per share, 
has been provided for regular and extra 
dividends, as compared with $1.65 for the 
preceding year. ‘ 

Total assets of the Bank at the end of 
the fiscal year stood at $3,260,000,000, a 
comparatively small decline of $18,000,000. 
This reduction, in a period of expanding 
business, reflects the consequences of a 
much broader monetary pattern. 

Our traditionally strong liquid position 
has been maintained. Holdings of Bank of 
Canada cash, day-to-day loans in the short- 
term money market and Government of 
Canada Treasury Bills were, on the average 
in each month during our financial year, in 
excess of 15 per cent. of deposit liabilities 
in Canadian dollars. 

Loans to finance the requirements of 
business, agriculture, individuals and public 
bodies rose by $300,000,000, which is a 
record increase for any one year in the 
Bank’s history. 

Our total deposits. amounted to 
$2,998,000,000, a decrease of $40,000,000 
for the year. Government of Canada de- 
posits have declined steadily during most 
of the year and are now $17,000,000 lower 
than last year. ‘The aggregate of all other 
deposits, excluding personal savings, de- 
clined by $62,000,000 but our personal 
savings deposits increased by $39,000,000, 
accompanied by a rise of 132,000 in the 
number of personal savings accounts. 

It is of interest to note in Canada the 
sound and steady determination to save re- 
flected in our savings deposit figures. In 
exhibiting this determination, the depositor 
serves both himself and the economy on 
which his own welfare depends. 








Town & Gounty BUILDING SOCIETY 


Branches & Agencies throughout England & Wales. 
Head Office: ABINGTON STREET, NORTHAMPTON. 





NORTHAMPTON 





Assets exceed £39,000,000 


DEPOSITS IN THIS SOCIETY 
ARE TRUSTEE INVESTMENTS 


LIQUIDITY RESERVES 


[5/ Stability 4:3/ 





Member of the Building Societies Association 
London Office: 107 KINGSWAY, W.C.2, 




















x The Largest Banking Business 
We «in New Zealand.... 


eS 


| 
By 


. . with over 380 Branches and Agencies throughout the country. 
Businessmen, intending settlers and travellers seeking up-to-date 
information regarding the Dominion are cordially invited to make 
use of the extensive facilities of this Bank. The Trade and Inform- 
ation Service of the Overseas Department at Head Office is freely at 
your disposal. Branches at Melbourne and Sydney (Australia), 
liability in New Zealand Syya, Lautoka, Labasa, Ba and Nadi (Fiji); also Apia (Bank of 
Western Samoa). 


BANK OF NEW ZEALAND 


LONDON MAIN OFFICE : 
I QUEEN VICTORIA ST, E.C.4 - A. R. FRETHEY, Manager - A. E. ABEL, Asst. Manager 
PICCADILLY CIRCUS OFFICE : 54 REGENT STREET, W.I 
HEAD OFFICE : WELLINGTON, NEW ZEALAND - R. D. MOORE, General Manager 
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THE NATIONAL BANK OF 






AUSTRALASIA 


(Inc. in Victoria) 





Mr. H. D. Giddy on Development of Money Market 





HE Ordinary General Meeting of The 

National Bank of Australasia Limited 

was held on November 25 in Mel- 
bourne. 

Mr. H. D. Giddy, the Chairman, pre- 
sided and, in the course of his speech, said: 

Our Balance Sheet totals, £334 millions, 
are £21 millions higher and are an all- 
time record. 

The year has produced an increase of 
£19 millions in deposits and a decrease of 
{£7 millions in advances. 

Gross earnings were £430,000 higher, 
but working expenses. increased by 
£436,000. However, a_ reduction of 
£63,000 in taxation provisions permitted 
an increase of £57,000 in net profit, and 
for the first time this figure exceeded 
£1,000,000. 

The banking legislation passed by the 
Federal Parliament early this year was given 
Royal Assent in April last, and for the first 
time in the history of the Commonwealth 
there is to be established a true Central 
Bank unfettered by ordinary commercial 
banking responsibilities. The Central Bank 
is to be called the Reserve Bank of Aus- 
tralia and will have its head office in 
Sydney. 


Development of Money Market 


Further evidence of the trend towards 
greater maturity of our banking system 
and financial structure was provided in 
February last, when the Central Bank de- 
cided to support, under certain conditions, 
a limited number of authorised dealers in 
the development of an official short-term 
money market. ‘This action is commend- 
able in that it places an official seal upon an 
activity that was being developed by private 
enterprise to meet a growing need in our 
commercial affairs. At the end of October 
last, funds lodged with the Market totalled 
£74 millions. 

Another interesting step is the legislation 
recently introduced into the Federal Parlia- 
ment to provide for the issue of Seasonal 
Treasury Notes. It is proposed that these 
Notes will absorb surplus funds during the 
months of high export income and low 
taxation payments, and they will be repaid 
during the later months of the fiscal year, 
when export income is lower and taxation 





payments are heavy. It will be interesting 
to watch the result of this innovation and 
the manner in which it is operated by the 
authorities. 

In addition to these important develop- 
ments, private enterprise has established 
during the past year more facilities for the 
provision of long-term finance. 

These developments in our money market 
provide an expanded field for investment 
and give further opportunities for many 
more of our own people and overseas 
friends to have a real stake in our financial 
and industrial growth. In consequence, 
there is a wider sharing of the profits, and 
incidentally the risks, of business generally, 
as befits our democratic way of life. 


Future Outlook 


The effect upon our national economy 
of the upturn in world trade during the 
past year has been marked, and points to 
the maintenance of our general prosperity. 

For the immediate future, estimates are 
that export income may rise by up to £120 
millions and Government expenditures may 
be almost £100 millions higher. It seems 
reasonable to conclude that, over all, Aus- 
tralian business and industry should be 
more active in 1959-60 than during 1958-59, 
All this is highly desirable, provided that 
as a people we continue to make our savings 
and are sufficiently wise not to dissipate the 
success achieved over recent years in bring- 
ing the economy back to a sounder basis. 

There still is unused productive capacity 
available to cope with the greater volume 
of purchasing power. Without making 
proper use of our potentials in this direc- 
tion, we could easily pay the price of 
further inflation. Given reasonable cost and 
price stability, a further improvement in our 
real standard of living could be expected. 
This Bank is aware of its duty in these 
circumstances, and I hope our people will 
support the efforts of the leaders of our 
nation to ensure the national future. 

In his report on domestic matters, the 
Chairman states: Fifteen new Branches and 
thirteen Receiving Offices were opened dur- 
ing the year, and we operated at 860 
points in Australia, one in Papua and three 
in London on September 30, 1959. 

The report and accounts were adopted. 












DEFENCE 
BONDS pay 

















Defence Bonds are a safe and extremely profitable way of saving. As well as the 
attractive interest of 5% per annum, the Bonds are repayable after 7 years at 
the rate of £103 for each £100 invested—and this 3% Bonus is U.K. income tax 
free. The Bonds may, of course, be encashed before maturity. The interest, 
payable half yearly, is not exempt from tax, but tax is not deducted at source. 
You can have up to £2000 of these Bonds exclusive of holdings of earlier issues. 
Bonds inherited from a deceased holder or acquired by conversion of earlier 
issues can be held in addition. On sale in £5 units. Buy all you can afford. 


IN SEVEN YEARS 


5% Defence Bonds 
yield the equivalent of 


£9.12.6 


per cent (gross), per annum if 
you pay tax at the present 
standard rate of 7/9 





Full information on Defence Bonds from your stockbroker, banker or other 
professional adviser, and from your local Savings Committee, Savings Centre, 
Post Office or Trustee Savings Bank. 


Issued by the National Savings Committee, London SW7 
lii 
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AUSTRALIA AND NEW ZEALAND 


BANK 





Further Expansion 





HE Ninth Annual General Meeting 

of the Australia and New Zealand 

Bank Limited will be held on January 6 
in London. 

The following are extracts from the circu- 
lated statement by the Chairman, ‘The 
Hon. Sir Geoffrey C. Gibbs, K.C.M.G., 
for the year ended September 30, 1959 :— 

During the past year, Australia has 
proved the increasing maturity and diver- 
sity of her industry by maintaining a high 
level of business activity despite the effects 
of factors beyond her control. As a result, 
growth and development have continued 
to be dominant features of the economy. 


Confidence in the Future 


The success achieved in the past year has 
engendered confidence in the future. This 
confidence is firmly based on population 
increase, industrial expansion, building 
activity and development of national re- 
sources. The high level of activity and 
buoyant prices on the stock exchange reflect 
this confidence, in which oversea investors 
are sharing to an increasing degree. 

Banks are in a strong liquid position and 
stand ready to play their part in meeting 
the financial requirements of further, well- 
balanced, national development. With 
buoyant business conditions in Australia 
and encouraging prospects in export mar- 
kets, particularly for wool, the outlook for 
the present year is good. ‘The seasonal 
outlook is, on the whole, satisfactory. 

The past year has been one of consolida- 
tion in New Zealand, and one in which the 
country has made an excellent recovery 
from its balance of payments crisis of 
1957-58. Confidence in the outlook has 
returned and the restrictions imposed to 
deal with earlier difficulties have been eased. 

Participation in Htre-Purchase Field.— 
We maintain close liaison with our asso- 
ciates, Industrial Acceptance Holdings 
Limited. 

The operating companies of this group 
haye continued to expand their business in 
line with the gerieral trend throughout 
Australia. 


Australia and New Zealand 
Savings Bank Limited 
An important event during the year was 
the extension of the activities of A.N.Z. 
Savings Bank to all points of our repre- 


sentation in the States of South Australia 
and Tasmania as from September 17, 1959. 
This move should stimulate savings in 
these two States and make a worthwhile 
contribution to the growth of the Savings 
Bank; it also means that the facilities of 
our Savings Bank are available at all our 
branches and agencies in Australia. 

Good progress has been achieved during 
the year in extending our connection and 
increasing the aggregate of depositors’ 
balances. Qn September 30, 1959, we had 
416,000 depositors, an increase of 80,000, 
and the total of Depositors’ Balances and 
Other Accounts had increased during the 
year by over £A16 million to £A66 million. 

After providing for taxation and making 
further transfers to contingencies the Sav- 
ings Bank made a profit of £A240,510 for 
its third full year of trading. The result 
compares with £A161,486 in the previous 
year. , 

Your Directors have considered it desir- 
able to add to the Reserve Fund an amount 
of £A125,500, and a dividend of 5 per cent. 
for the year, amounting to £A61,495, after 
deduction of United Kingdom income tax 
at 7s. 9d. in the £, has been paid to the 
parent company. 

Accounts and Dividends.—It is satisfactory 
to report continuing growth in our Balance 
Sheet. Total assets have increased by £A20 
million to £A459 million, and if we add to 
this the total of the Savings Bank’s assets, 
the combined total is now well over £A500 
million. 

On the assets side we have been able to 
add £A14 million to our portfolio of Aus- 
tralian Government Securities, thus taking 
advantage of the high coupon stocks that 
have been available. On the liabilities side, 
Current, Deposit and Other Accounts at 
£A376 million show a further improvement. 

The Profit and Loss Account again in- 
cludes the dividend from the Savings Bank 
but this year this is paid, at the same rate, 
on the larger capital. Profits (after taxation 
and transfer to Contingencies Reserve) 
amounted to £A1,050,710, an increase of 
nearly 14 per cent. on last year’s figures, 
and your Directors have recommended a 
final dividend for the year of 8 per cent. 
less tax which, together with the interim 
dividend of 4 per.cent. already paid, main- 
tains the year’s distribution at 12 per cent. 
less tax. 











ESTABLISHED 
1930 


CAPITAL & RESERVES 
J.D. 6,120,000 


ADEN JORDAN 


QATAR 
TUNISIA 


ARAB BANK LIMITED 


1 J.D. (Jordan Dinar) = {1 


BRANCHES 
A NETWORK OF 40 BRANCHES IN: 
LEBANON 


REPUBLIC OF IRAQ 
UNITED ARAB REPUBLIC 


BRANCHES TO BE ESTABLISHED SHORTLY IN MOROCCO AND BAHRAIN 


WE ISSUE OUR OWN TRAVELLERS CHEQUES IN 


HEAD OFFICE - 
AMMAN, JORDAN 


TOTAL ASSETS 
J.D. 85,000,000 


PALESTINE 
SUDAN 


LIBYA 
SAUDI ARABIA 


£ AND U.S. $ 

















BANK of CYPRUS Ltd 


Head Office: NICOSIA 


Telegrams for Head office and all Branches 
“KYPRIAKI”’ 


BRANCHES: Famagusta, Larnaca, 
Limassol, Paphos, Kyrenia, 
Mor phou 

During the Summer also at: 
Prodromos and Platres 


LONDON OFFICE: 
212 Shaftesbury Avenue, W.C.2 


Tel. No. COVent Garden 1142 
e 


Correspondents in the principal 
cities of the world 





°° OFFERS COMPLETE BANKING SERVICE | 
FOR YOUR BUSINESS IN CYPRUS 





Associated Companies: 
MORTGAGE BANK OF CYPRUS LTD. 
GENERAL INSURANCE CO. OF CYPRUS LTD. 
KERMIA COMPANY LTD. 
DOMINION BUTTON COMPANY 
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BLUE GERANIUM 


Completely new variety with 
immense, brilliant blue flowers 
in profusion. Thrives outdoors 
all year round unaffected by 
frost. 35s. dozen. 


J. MACGREGOR 


Rare Plant Specialist 


LARKHALL, N.B. 











A child 

in this 
condition 
is a cry 
for help 
When advising on 


wills and bequests 
never forget the : | 


N°-S°P-C-C 


Victory House, Leicester Square, London, W.C.2 © ie 











What are they 
Carrying... petrol 
or gasoline ? 


Differences in language and customs, 
however small or subtle, can be import- 
ant to people in Britain doing business 
with America. 

AsaU.S. bank with branches in London, 
Chase Manhattan knows the differences 
and similarities, can do much to make 
your dealings with the States more pleasant 
and more profitable. Chase Manhattan 
knows, too, the differences in customs 
and trade practices within the states... 
for its network of correspondent banks 
is the largest in America. 

In fact, almost anywhere you do | 
business, Chase Manhattan’s network of 
more than 51,000 correspondent banks 
and branches around the world can get 
up-to-the-minute information for you, 
and provide you with every type of 
modern banking service— promptly, 
efficiently, and on a personal, localized 
basis that practically puts you on-the- 
scene yourself. 

Why don’t you talk to the people at 
Chase Manhattan...in either of the 
London branches. 


THE 
CHASE MANHATTAN 


BANK 


Incorporated with Limited Liability under the laws of 
the State of New York 


London: 
6 Lombard Street, E.C.3 * 46 Berkeley Square, W.! 


The Chase Manhattan Executor & Trustee Corporation Ltd. 
6 Lombard Street, E.C.3. 


OVERSEAS BRANCHES London: Paris + Frankfurt/Main 
Beirut - Tokyo - Osaka - Havana - Marianao - San juan P.R. 
Santurce - Rio Piedras - Bayamon ~ Panama - Colon - David 
Cristobal - Balboa - Charlotte Amalie - Christiansted 
Frederiksted - Cruz Bay 

Offices of Representatives: Washington, D.C.- International Airport, 
Idlewild, N.Y¥.+ Bombay + Buenos Aires - Caracas + Chitre, Republic 
of Panama + Continental Europe (Paris) - Mexico, D.F. + Rio de 
Janeiro - Rome 

Johannesburg, Union of South Africa, The Chase Manhattan 

Bank (South Africa) Ltd. 














NATIONAL COMMERG] 


BALANCE 














LIABILITIES 
1958 Issued and 
(adjusted) Authorised fully paid 
£ £ s. £L 
CAPITAL: 

11,166,667 Ordinary Shares of 10s. each 5,583,333 10 5,583,333 

500,000 1o sarees Preference Shares of £1 
500,000 50C,000 
400,009 vs IES Preference Shares of £1 each 400,000 400,000 

2,933,333 ee and Unclassified Shares of ros. 

my x my a5 . 1,016,666 10 — 
6,400,000 (See Note 3) £7,500,000 
RESERVE FUNDS: 
Capital Reserves— 
830,000 Share Premium .. 830,000 
General (see Note 2) 1,500,000 
2,330,000 
4,570,000 Revenue Reserve 4,570,000 
253,041 Profit and Loss Account 

35,964,247 Notes in Circulation . 37,205,879 
226,905,014 Current, Deposit and other Accounts including Contingency Accounts 236,192,375 
309,062 Proposed Dividends payable 15th January, 1960, less Income Tax 500,208 





13,649, 










€,900,0 










OF 


Oc! 


19 58 
(adjuste 
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49,245, 


25,894, 
26,850, 
10,000, 


j 





97,5475: 
190, 


559, 


1,128, « 







65,771, : 


3,239,3 
3,822,3 


273,898 4h 


£287, $5 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31st OCTOBER, 1959 


1958 
(adjusted) 
Balances brought forward: 
118,402 The Commercial Bank of Scotland Limited at 25th October, 1958 .. 
135,643 The National Bank of Scotland Limited at 1st November, 1958 oS 





Net Profit for the year—comprising the profits of The Commercial Bank of Scotland 
Limited and The National Bank of Scotland Limited to 15th September, 1959, and 
of the combined Bank thereafter—after providing for Taxation and for trans ers to 
Contingency Accounts out of which full seaete eng has been made for diminution in 





880,140 the value of Assets 
Less— 
250,000 Contingency Account 250,000 
200,000 fiicers’ Pension Funds . 200,000 
10,000 Widows’ and Orphans’ Fund 10,000 
ey: paid 1st July, 1950, less Income Tax: 
e Commercial Bank of Scotland Limited: 
ne A” Shares at 6 per cent actual 128,625 
‘“‘B ” Shares at 5 per cent actual .. 15,313 
The National Bank of Scotland Limited: 
Consolidated Capital Stock at 6 es cent actual 73,500 
““A ” Stock at 2$ per cent actua fi 6,125 
223,563 
Proposed Dividends payable 15th January, 1960, less Income Tax : 
<) 
Ordinary Shares at 14 per cent actual 478,771 
10 per cent Cumulative Preference Shares ‘at 5 per 
cent actual. 15,312 
5 per cent Cumulative } Preference Shares at 23 per 
cent actual , 6,125 
-_————— 500,208 
424,062 — 


Balance carried forward 
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MOF SCOTLAND LIMITED 


- October, 1959 




















NOTES 


and The National Bank o 
Commercial Bank of Scotland Limited. 
f are a combination of the figures of the two 


Scotland Limited amalgamated on 16th September, 
The powsee for the previous year shown in these Accounts 








ASSETS 
1958 
adjusted ) F 
& ‘ Coin, Bank of England Notes, Notes of other Banks and Balance with the Bank of 
40,245,908 englan 40,075,085 
Balances with other Banks in Great Britain and Ireland and cheques in course of 
25,894,983 collection .. ‘ ‘ 33,140,455 
26,850,000 Money at Call and Short Notice in London 27,025,000 
30,000,000 British Government Treasury Bills 10,000,000 
110,240,540 
Investments (other than Trade Investments): £L 
97,547270 Securities of the British Government (see Note 4 68,410,658 
190,695 Other Investments { quoted (see Note 5° 190,695 
550,000 unquoted 850,000 
69,451,353 
1,128,481 Bills Discounted 272,867 
Loans, Advances and other Accounts, after t deducting provision for Bad 
65,771,377 and Doubtful Debts i a ; 96,004,680 
96,277,547 
275,969,440 
3,230,313 ‘Trade Investments at or under cost 6,107,334 
3,822,337 Bank Premises and other Property at or under cost (see Note 2) 5,4€8,795 
£287,545,569 


. Under a Scheme of Arran gee and Amalgamation, The Commercial Bank of Scotland Limited 


1959, as National 


2. The book value of the Bank Premises and pr tan Property has been written up by £1,500,000, which 


tan has been credited to Capital Reserve, General. The value at which the Properties now appear in 
boats the Balance Sheet is under the original cost and less than the valuation made for the purposes of the 

amalgamation. 
255" 4, The excess of the nominal value of the Ordinary Shares of National Commercial Bank of Scotland 
Limited over the nominal value of Consolidated Capital Stock of The National Bank of Scotland 
——— for which they were exchanged was £83,333 10s. which has been written off to Contingency 

ccount. 

4. Investments in British Government Securities amounting to £68,410,658 which are all redeemable 
19S at fixed dates, the majority within 1o years, are taken at or under cost and below redemption price. 
The market value of tnese Investments at 31st October, 1959, was greater than the Balance Sheet e. 


. Otfier Investments: the market value of the quoted investments at 31st October, 1959, was greater 


+ 
nei 
wn 


than the Balance Sheet figure. 


with executive duties were £23,833. 
were {£/7,500. 


DAVID ALEXANDER, General Manager. WILFRID 


REPORT OF THE AUDITORS 











information and explanations which we considered necessary. 
and adequate returns have been received from the branches. 






date ascertained in the manner indicated. 





R. J. HENDERSON, C.A. J.H 
R. S. HUNTER, C.A. 








IAN W. MACDONALD 
AYRE 
DOUGLAS MURE WOOD 


6. Foreign Currencies have been converted at rates of exchange ruling at 31st October, 1 59. 
7. There is a contingent liability for Acceptances, Endorsements, Guarantees and other ements 
entered into on behalf of Customers amounting to {9,542,396 (19 58 £9,064,608), covered be obligations 
yc of Customers. 
: 8. Contracts for outstanding Capital Expenditure amount approximately to £168,000. 
084 9. The aggregate amount paid in respect of Directors’ Fees was £31,030. Other emoluments to Directors 


Payments to Directors retiring at the time of the amalgamation 


} Directors. 


EDINBURGH, 26th November, 1959.—We have examined the books of account of National Commercial Bank 
Scotland Limited and the returns from the branches for the year ended 31st October, 1959, and have obtained 
In our opinion. proper books have been 
The Accounts are in agreement with the books. 


lh our opinion the foregoing Balance Sheet and Profit and Loss Account, together with the notes thereon, give 
information required of a banking company by the Companies Act, 1948, and on the basis authorised by that 
_ a true and fair view of the state of affairs as at 31st October, 1959, and of the profit for the year ended 


A. C. CRAWFORD, C.A. 
WILLIAM L. DAVIDSON, C.A. 

















NATIONAL COMMERCIAL BANK 


OF SCOTLAND LIMITED 





Successful Completion of Merger 





Satisfactory Business Trends Continuing 





Proposed Rights Issue of Shares 





Mr. Ian W. Macdonald on the General Banking Picture 





HE ist Annual General Meeting of 

The National Commercial Bank of 

Scotland Limited was held on Decem- 
ber 24 in Edinburgh. 


The following is the Statement by the 
Chairman, Mr. Ian W. Macdonald, C.A., 
which, has been circulated with the report 
and accounts :— 


Following the merger of the two Banks, 
your Board elected me as their Chairman, 
and thus I have the honour of submitting 
the first annual statement of the combined 
Institution. 


I am glad to say that, as a result of 
careful and skilled planning and much hard 
work on the part of the officials and staffs 
of the two Banks—ably assisted by our 
professional advisers — everything went 
smoothly on September 16, the appointed 
day. New bank notes, cheques, stationery, 
name plates all appeared at the right time 
and places, thus minimising the degree of 
inconvenience experienced by our cus- 
tomers consequent upon the change of 
name. I am also happy to say that already 
there is solid evidence of co-operation and 
unity of purpose at all levels, and I feel sure 
that the combined Bank has the full support 
of the entire staff—some 3,500 strong. 


Features of Past Year 


Before turning to our domestic finances, 
it is appropriate to look for a few moments 
at the British banking picture. ‘The past 
year might be described as one of “ no 
change ”’ in official monetary policy. Credit, 
which was liberated in mid-1958, has re- 
mained unfettered, and the _ significant 
financial trends of 1959 are all related to 
this new-found freedom. After a slow start 
in the latter half of 1958, there was a 


violent upsurge of credit demand, and the 
two principal indicators—bank and _ hire- 
purchase advances—confirmed that this was 
being met to a degree unprecedented in the 
past twenty years. Since July, 1958, ad- 
vances by the London Clearing Banks have 
risen by 41 per cent. 

Fortunately, this abnormally rapid growth 


has not so far been associated with any of — 


the monetary symptoms of inflation. Bank 


deposits and the supply of money have not: 


risen proportionately and the heavy sales 
by the Banks of Government investments 
to finance their lending appear to have been 
well absorbed out of net savings, which are 
currently reported at high levels. Similarly, 
the large increase in hire-purchase debt has 
so far been largely financed from private 
sources without any strain on the monetary 
system. Overall, Britain has enjoyed a year 
of satisfactory economic balance and mone- 


tary stability. ' 


Position in Scotland 


Unfortunately, Scotland has not been 
quite so happily placed and, while there has 
been no widespread or general setback, 
some of our basic industries, such as ship- 


building, marine engineering, coal and steel ~ 


have had a difficult and disturbing year. 


As a result, Scotland has been below the — 
national average in its productive growth © 
and has not shown up well in the unem-— 


ployment figures. 


In any banking review of 1959, reference ~ 
must be made to the recently published — 
Report of the Radcliffe Committee. Our ~ 
special interest naturally lies in the refer- — 


ences to Scottish banking principles and 
practices. 
Committee focused its attention on differ- 
ences between Scottish and English banking 
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and in particular on the circulation of 
Scottish bank notes. In the Report the 
Scottish system is commended and there 
are no proposals involving any material 
change in the pattern or functions of the 
Scottish Banks. 


The Accounts 


I would now refer to the banking activity 
and results of the combined Institution 
since our former Governors reported to 
Shareholders and Stockholders a year ago. 
Our separate experiences prior to the 
merger followed the general banking trend 
—a modest rise in deposits, a sharp expan- 
sion in advances associated with substantial 
sales of Government investments, and a 
welcome improvement in earnings. ‘This 
also has been the experience from the 
merger date to the close of the financial 
year on October 31, and I am glad to say 
is still continuing. It will be seen that the 
first accounts of the combined Bank reflect 
these changes. 

By way of explanation, the accounts now 
submitted for the period—approximately a 
year—to October 31, 1959, show one figure 
of profit which represents our joint earn- 
ings, partly while separate and partly while 
conjoined. Equally, the appropriations of 
profit for dividends and other purposes 
cover the full period since our last separate 
accounts. ‘To facilitate comparison we have 
shown both in the Profit and Loss Account 
and Balance Sheet, combined figures for 
the previous year. These figures are based 
on the last published accounts of the two 
Banks and, in our view, give a broad 
measure of comparison. It will be appre- 
ciated that there inevitably existed certain 
variations in pre-merger practices and 
classifications, but, as these were not 
material, we have not thought it necessary 
to adjust, to any extent, the published 
figures of the preceding year. 


A Change in Form 


There is, however, one change in the 
form of the accounts to which I would like 
to refer. ‘The Commercial Bank owned 
subsidiaries operating in the hire-purchase 
feld, but the combined Bank had no sub- 
sidiary companies at October 31, 1959, and 
therefore no consolidated Profit and Loss 
Account or Balance Sheet appears in the 
accounts now submitted. The reason for 
this change has already been intimated to 
Shareholders, but, for the purposes of 
record, I might briefly re-state the facts. 
In the closing months of 1958 we agreed 
with Lloyds Bank Limited to share, on a 
fifty-fifty basis, our respective hire-purchase 
interests. 
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To achieve this end a new holding com- 
pany, Lloyds & Scottish Finance Limited, 
was formed and this company acquired from 
the Commercial Bank its hire-purchase 
investments in exchange for 50 per cent of 
its own issued capital. - Accordingly our 
hire-purchase interests are now represented 
by our shareholding in Lloyds & Scottish 
Finance, which appears in our Balance 
Sheet under Trade Investments. Corre- 
spondingly our income from hire-purchase 
activities now comes to us by way of divi- 
dends paid by the new holding company. 


Modest Rise in Deposits 


I would like to say a word or two by way 
of specific comment on the more important 
items which appear in the accounts. 

Deposits at £236 million show a modest 
rise over the year of £9 million (4 per cent). 
This is rather less than the average increase 
over the same period of the English Clearing 
Banks. It is never possible to make any 
close analysis of the reasons for variations 
in deposits which fluctuate quite consider- 
ably from day to day. 

Many shareholders will have seen the 
new Notes of the National Commercial 
Bank. ‘These are issued in denominations 
of £1, £5, £20 and £100 and take the place 
of Notes of similar denominations formerly 
issued by ‘“ National” and ‘‘ Commer- 
cial”. We have had many favourable 
comments on the designs and colours of 
the new Notes. As to circulation, the 
monetary value of all Notes, old and new, 
in the hands of the public at the Balance 
Sheet date amounted to £37 million—an 
increase of £1 million. 

The Note Circulation of the Scottish 
Banks is undoubtedly a pointer to the state 
of the Scottish economy, and the fact that 
the circulation has been fairly constant over 
the past two years indicates a slowing down 
of economic progress during that period. 


Liquidity Ratio 

Our liquidity ratio, which is measured by 
comparing cash and other quick assets 
(£110 million) with liabilities to the public 
by way of Deposits and Notes in Circulation 
(£273 million), works out at over 40 per 
cent which we regard as satisfactory. 

British Government investments at £684 
million are some £29 million below the 
combined portfolio of a year ago. This 
large reduction represents, in the main, 
sales to finance the growing volume of 
advances, which at £96 million are £30 
million up on the year—an increase of 
approximately 45 per cent. 

You will observe that Trade Investments 
stand at £6 million, whereof £54 million 








is invested in Lloyds & Scottish Finance, 
to which I have already referred. ‘This 
latter figure is £24 million greater than that 
appearing for shares in subsidiary com- 
panies in the Commercial Bank Balance 
Sheet of a year ago, and the increase repre- 
sents our 50 per cent share of additional 
hire-purchase investments effected through 
Lloyds & Scottish Finance. 


Valuation of Properties 


In the course of the merger negotiations, 
the Boards of the two Banks agreed that 
professional valuations of the properties 
should be obtained. It was _ recognised 
that over the years it had been the policy 
of each Bank to write down rather severely 
the historical cost of properties. ‘The re- 
sultant figures in the respective Balance 
Sheets were clearly unrealistic from both a 
cost and market value viewpoint, and were 
not necessarily consistent in the degree of 
undervaluation. As anticipated, the pro- 
fessional valuations showed aggregate figures 
far in excess of both book values and 
historical costs. 

There seems to be little advantage in 
entering properties in a Balance Sheet at 
an arbitrary amount not resting on any 
conventional basis, and accordingly your 
Board decided to restore the aggregate to a 
figure which, although still under cost, is 
more closely related to that basis and is 
substantially below market value. This 
operation involved the addition of {£14 
million to the book value of properties, 
with a corresponding increase in capital 
reserves. 7 


Profits and Appropriations 


I indicated earlier that the changing 
pattern of banking business had resulted in 
a welcome improvement in our earnings. 
Moreover, the profits of our hire-purchase 
associates have also been rising. In conse- 
quence the profit for the year (after tax) at 
£1,194,504 shows an improvement of 
approximately 36 per cent on the combined 
profits of the two Banks for the previous 
year. Out of these profits your Board have 
appropriated £250,000 to Contingencies 
Account, £200,000 to the Pension Funds 
and £10,000 to the Commercial Bank 
Widows’ Fund, which will be the con- 
tinuing fund for the combined Bank, the 
National Bank Annuity Fund now being a 
closed fund. Interim dividends paid prior 
to the merger are shown in the accounts. 
It is now recommended that on the two 
Preference Share issues final dividends be 
paid, making in all 10 per cent and 5 per 
cent respectively. You will recall that the 
Directors expected that, in the absence of 














unforeseen circumstances, a further divi- 
dend of 9 per cent would be recommended 
on the Ordinary Shares. Since the date of 
that announcement in March, 1959, the 
earnings position has improved to a degree 
which could not then be anticipated and 
your Board are now happy to recommend 
an additional dividend of 5 per cent, making 
14 per cent actual, over and above the 
interim dividends of 6 per cent paid by 
each Bank prior to the merger. 


Capital Structure 


In recent months your Board has been 
considering the adequacy of the Capital and 
Reserve structure of the Bank. You will 
see from the Balance Sheet that this amounts 
to some £134 million. This might be re- 
garded as a satisfactory foundation, for the 
time being, for our purely banking activities, 
We are, however, in the fortunate position 
of having, for our size, a relatively larger 
stake in hire purchase than any other Bank 
in the United Kingdom. As I have told 
you, our investment in Lloyds & Scottish 
Finance is approximately £54 million, and 
it is anticipated that we shall make a further 
investment in this company during the 
current year. When this factor is brought 
into the reckoning, it becomes evident that 
the Bank’s Capital and Reserve structure 
should be substantially enlarged. Your 
Board feel that the most appropriate method 
to broaden the base is by way of a rights 
issue to the Ordinary Shareholders on 
favourable terms. 

Accordingly, as has been announced, it is 
proposed to seek the approval of Share 
holders to an increase in capital which will 
enable the Directors to offer to Ordinary 
Shareholders one new share for every two 
held at a price of 25s. per new share. If 
this scheme is approved, the Bank’s Capital 
and Reserves will rise from £134 million to 
over £20 million. In making a proposal 
this nature, it is desirable that the Ordinary 
Shareholders should have some indication 
of the dividend, which, in the absence of 
unforeseen circumstances, your Director 
would expect to be able to recommend fot 
the current year on the enlarged Ordinary 
Capital. In my letter to Shareholders, 
which is issued with this statement, a dive 
dend of 15 per cent is forecast for the 
current year. 


The Directorate 


I would wish to finish this statement= 
as it was started—on a personal note. 
year ago the Governors of the two Bank 
submitted to Shareholders and Stockholdets 
a report on their stewardship in association 
with their Director colleagues. I am suf 
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I voice the feelings of all of you in thanking 


Lord Saltoun and Lord Rowallan and the 
Extraordinary Directors for their valued uf; ki A f 
services to the respective Institutions. It = O you SU wan 


was with a considerable measure of regret 


that we decided that the structure of to retain discarded bits and pieces 

directorate in the combined Bank should of old jewellery, gold and silver ? 

be on what are now orthodox lines. ‘They could help this voluntary 
To Mr. David Alexander in his capacity Hospital if sent to the 

as General Manager, to his immediate col- 

leagues, and to all other officials, managers APPEAL SECRETARY 


and members of the staff we would offer Florence Nightingale 


our appreciation of their prodigious efforts . 
which ensured the smooth flow of a most Hospital 19 Lisson Grove, 
complicated series of technical operations London, N.W.1 











associated with the merger. 








Che Bank of BarodaLtd 


INVITES YOU To Use ITS SERVICES for your business 


OFFICES AT 
BOMBAY - CALCUTTA - MADRAS - DELHI eres CAPITAL 


AND AT ALL IMPORTANT TOWNS IN INDIA AUTHORISED - Rs 35000000/- 
OVERSEAS BRANCHES SUBSCRIBED - Rs 25000000/- 
LONDON (U.K.) 


MAM: RUM AIWANZA ereearanCn. Nat. GHOKSHL REE RVes |e 15950000). 
TE ARAYANGAN; (EAST PAKISTAN) Gen. Manager RESERVES - Rs 15950000/- 








OSTERREICHISCHE 
LANDERBANK 


ESTABLISHED 1880 
HEAD OFFICE: VIENNA I. AM HOF 2 


28 BRANCH OFFICES IN VIENNA 


BRANCHES IN AUSTRIA: 


BADEN - BLUDENZ - BREGENZ - BRUCK/MUR - GRAZ 
INNSBRUCK - KLOSTERNEUBURG - KREMS - LINZ -SALZBURG 
ST, POLTEN - VILLACH - WELS - WR. NEUSTADT 


EVERY DESCRIPTION 
OF BANKING BUSINESS TRANSACTED 

















B. W. BLYDENSTEIN & CO 


ESTABLISHED 1858 


BANKERS 


PARTNERS: 
R. A. Vreede, H. H. Oerlemans 
THE TWENTSCHE BANK (LONDON), LTD., 
NETHERLANDS TRADING SOCIETY (LONDON), LTD. 


54-55-56, THREADNEEDLE STREET, LONDON, E.C.2 ~ 


LONdon Wall 2131 (5 lines) 








TURKIYE IS BANKASI 


HEAD OFFICE: ANKARA 


CAPITAL, RESERVES AND PROVISIONS: T.L. 100.598.823 
DEPOSITS: T.L. 1.113.503.488 
199 Branches in Turkey. Foreign Branches : Alexandria, Nicosia 


Correspondents throughout the World. 
COMPLETE BANKING SERVICE. 





As it is the leading Commercial, Deposit Bank of Affair of Turkey it is in a position to help 
the prospective foreign investors in Turkey, or, if necessary, to co-operate with them. 





PANCADA, MORAES & Co. 
7 th 


37, Rua Augusta 
Lisbon 
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An appointment 
you will value ! 


Time spent in arranging your insurances to your Dest 
advantage is time WELL spent!  _. 
In your own interests you should make. sure, “beens it 
is too late, that you have the complete insurance 
protection you need. 
Our advice on all classes of insurance, based on over 
100 years experience, is readily at . : 
your disposal. 
Why not make an appointment 
with us today ? 

Head Offices: 


1 North John 8t., | 24/28 Lombard St., 
LIVERPOOL, 2 LONDON, E.C.3 





pour favoriser le développement du Commerce et de {"industrie en France 
Head Office: 29 Boulevard Haussmann, PARIS (9e) 


LONDON: 105 Old Broad Street, €.C2 
NEW YORK: 60 Wall Street 
BUENOS AIRES: Calle Reconquista 330 
OVER 1,400 BRANCHES IN FRANCE AND IN AFRICA 





socairé FRANCAISE DE BANQUE ET DE pérors 
(Brussels, Antwerp, Charleroi) 
socitrt GENERALE DE BANQUE EN ESPAGNE 


(Barcelona, Valencia) 
BANCO FRANCO CUBANO 
(Hevene) 


ASSOCIATED BANK: SOCIETE GENERALE ALSACIENNE DE BANQUE 
(Strasbourg, Metz, Mulhouse, Colmer, etc., Cologne, Luxembourg, Sarrebrick and 


TRAVELLERS CHEQUES IN FRENCH FRANCS ISSUED 
CORRESPONDENTS IN ALL PARTS OF THE WORLD 
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PHILIP HILL, HIGGINSON, 
ERLANGERS LIMITED 


Mihail Ro aoe oe 


34 MOORGATE. : LONDON EC2 
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Capital Issues 


: 
be > 
A TS AL SS NE OU el nes teat 


Investment Management 
Acceptance Credits 
Company Registration 
Foreign Exchange 
All other Banking services 


* 


PHILIP HILL, HIGGINSON & CO (AFRICA) LTD 


80 Commissioner Street, Johannesburg 
and Kingsway House, Salisbury, S. Rhodesia 


so 


Associated Company in U.S.A. 
HARRIMAN RIPLEY & CO INCORPORATED 
63 Wall Street - New York 5 


Boston * Chicago * Detroit-- Philadelphia - San Francisco 


* 


Correspondents throughout the World 
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BY Fas cede eee mamma sanaeneets cee Ce cater eens Games 
BY THE BANKER LIMITED, SRACKEN HOUSE, 10 CANNON STREET, LONDON, 
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